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at your fingertips... 


a world of communications — 


The familiar telephone dial represents much more than an 
easy way to communicate by voice. It also symbolizes a vast, 
interlocking communication network that literally puts the world 
at your fingertips. 

New uses for this network are being developed continually. 
Pictures and graphs, words and data, information of all kinds 
flow along it — enabling you to speak, write, see and control 
instantly, accurately, automatically. 

For information on how you may be able to use these 
telephone and microwave facilities to greater advantage, call 
on your telephone company. It specializes in just one field — 
communications — and it offers a complete package. 


TRANS-CANADA {BE(2> TELEPHONE SYSTEM 


Canada's ten provinces are linked through the facilities of the eight major 
Canadian telephone companies, providing the only complete nationwide 
telecommunications network for every communications need and con- 
necting with telephone companies throughout the continent and abroad. 


The Avalon Telephone Company, Limited — Maritime Telegraph and Telephone 

Ss Company, Limited — The New Brunswick Telephone Company, Limited — 

- a a The Bell Telephone Company of Canada — Manitoba Telephone System — 
Saskatchewan Government Telephones — Alberta Government Telephones — 


TELEMETERING British Columbia Telephone Company. 











A GOOD MAN TO KNOW 


Your Independent Insurance Agent is a good man to call when it’s a matter of 
DISHONESTY INSURANCE. 


Ask about CANADIAN SURETY’s 
3 D POLICY 


protects against DISHONESTY of employees 
DISAPPEARANCE and 
DESTRUCTION of money 
and other crime coverages. 


Your Canadian Surety Agent offers alert, on the spot, expert service that can 
save you trouble and time. Consult him for a professional analysis of your 


and your clients’ insurance problems. 


FIRE — CASUALTY — SURETY — MULTI- 
PERIL — INLAND TRANSPORTATION 


Half a Century of fair dealing 


The Canadian Surety Company 


M. B. STRONG, President and General Manager 


Head Office: Toronto, Ontario. 


Branch Offices: 
Toronto, Halifax, Montreal, Ottawa, Winnipeg, Edmonton, Calgary, Vancouver 
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THE BANK OF NOVA SCOTIA 


The first Canadian Bank in The Caribbean 
offers you 


A COMPLETE TRUST SERVICE IN THE BAHAMAS 


Tue Bank oF Nova Scotia Trust Company (BAHAMAS) LIMITED provides 
a full range of trust services for individuals and organizations — including 
trusteeship of settlements, administration of estates and executorship of 
wills, and management services for pension funds, investment companies 
and other corporations. 


The special tax structure of the Bahamas provides many advantages of 
interest for those companies with international trading, manufacturing, or 
financial interests. Directorship and nominee services are available where 
required. The Trust Company has its headquarters in Nassau, Bahamas, and 
is also registered in Jamaica, Barbados, and Trinidad and Tobago. 


Inquiries may be directed to any of the 35 BNS offices in the Caribbean, 
to the headquarters of the Trust Company in Nassau, or to any of the BNS 
offices in Canada, London, New York or Chicago. 


THE BANK OF NOVA SCOTIA TRUST COMPANY 
(BAHAMAS) LIMITED 
NASSAU, BAHAMAS 
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Though principles in organizational planning can be ignored — at 
least for a time — changing business conditions, resulting from any 
number of reasons, make it imperative for senior management con- 
tinually to reappraise plans and policies and follow basic common 
sense rules. 

RonaLp O. Moore, c.a., is a partner of Woods, Gordon & Co., in 
Toronto, the author of several CCA articles and a member of the edi- 
torial board. 


THE PURCHASING FUNCTION 346 

Purchasing used to be regarded as just another task to be performed 
by those in need of materials and supplies. Nowadays it has become 
a separate function under the direction of a responsible executive. 
Result: effective purchasing can make a greater contribution to com- 
pany profits than almost any other factor. 
Desmonp B. J. Morin, c.A., is a partner of Deloitte, Plender, Haskins 
& Sells in Toronto and regional director of the firm’s management 
advisory services. An Ontario chartered accountant, he was formerly 
assistant treasurer of Philips Electronics Industries Limited. 


EFFECTIVE ORGANIZATION FOR PROFESSIONAL PRACTICE 353 

An organization does not grow of its own accord, expanding auto- 
matically like the hide of an animal to fit the form it encloses. Here 
is an outline of how a public accounting practice can be built up; 
servicing its clients to maximum efficiency and, at the same time, 
achieving a high standard of internal organization. 
James W. Vair, c.a., is a partner of Thorne, Mulholland, Howson & 
McPherson in Toronto and a director of The Thorne Group Limited, 
management consultants. .He is a member of the Institute of Chart- 
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The General Agreement of Tariffs and Trade, or GATT, is now about 
to be tested more severely than ever as, without upsetting the eco- 
nomic life of the older, industrialized countries, consideration must be 
given to trade arrangements of the new and less developed ones. For 
Canada, which produces foodstuffs and raw materials greatly in ex- 
cess of her own requirements, the implications could be grave. 
Jack Hamitton WarrREN is assistant deputy minister of the De- 
partment of Trade & Commerce and has spent the past two years in 
Geneva as deputy chairman of the Canadian delegation to the GATT 
Tariff Conference. In 1960 he was elected chairman of the Council 
of Representatives of the General Agreement of Tariffs and Trade. 
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There’s Something Special about 
du MAURIER 


e most effective filter tip yet developed 
e choicest, extra mild Virginia tobaccos 
e rich flavour, exceptional smoothness 
e firmly packed for longer-lasting smoking pleasure 


du MAURIER 


A Really Milder High Grade Virginia Cigarette 
with the EXCLUSIVE “7(clleceL, SUPER FILTER 
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SALES PLANNING FOR THE SMALLER COMPANY 370 
While the aim of all planning is to achieve profits through the bal- 
ance of sales and production, many small companies and some of the 
larger ones fail to place profit planning in its proper perspective, says 
the author, who goes on it identify the limitations and prescribe steps 
for successful coordination. 

R. Pauw Boppy, c.a., is a partner of Woods, Gordon «& Co., associated 
with the firm’s marketing division. An Ontario chartered accountant, 
he was formerly assistant to the president, Canada Packers Limited. 


AN ECONOMIST'S APPRAISAL OF DIRECT COSTING 377 


Economists use different yardsticks than accountants to measure the 
value of direct costing. From the economist’s viewpoint the objec- 
tives are basically sound although the techniques are “still on the 
frontier of managerial science”. Improper use of a cost system may 
come from failure to understand the cost structure and a prominent 
economist reviews the problem and suggests ways of improving de- 
cision-making information. 

Donatp E. Armstronc received his Ph.D. in economics at McGill 
University and is director of the School of Commerce. Well known 
as a frequent radio and television commentator, he has recently com- 
pleted a study of the effect of Canadian-American relations on the 
corporate practices and policies of U.S. firms operating in Canada. 
He is currently serving as advisor to the Royal Commission on Trans- 
portation and has acted on various occasions as consultant to all three 
levels of government. 


EDITORIAL: CONTINUING EDUCATION FOR THE CHARTERED ACCOUNTANT . 
Chartered accountants may forfeit their present high standing in the 
accounting field unless they engage in a more vigorous programme 
of continuing education — by C. C. Mackechnie, F.C.A., chairman of 
the Institute’s committee on Continuing Education and a partner in 
Price Waterhouse & Co., Toronto. 


CORPORATE VIEWPOINT: DETERMINING AIR TRAVEL Fares . . . This special fea- 
ture deals with the new method in which air travel fares are cal- 
culated — by G. R. McGregor, O.B.E., F.R.Ae.S., president of Trans- 
Canada Air Lines. 


ACCOUNTING RESEARCH: .. . an explanation of the nature of the oil industry's 
activities and resulting accounting problems. By Barry Coutts, C.A. 


TAX REVIEW: ... an outline of the new Income Tax amendments is continued 
from last month, and comments on a controversial tax appeal case 
(The Bay Company (B.C.) Ltd.). Edited by Campbell W. Leach, C.A. 


EDUCATION AND TRAINING: ,..the series on Consolidations continues with 
a discussion on goodwill; followed by a review of cost accounting. 
Edited by D. C. R. Horne, C.A. 


OFFICE EQUIPMENT REVIEW: ...@ report on the various types of dictating 
equipment available, as well as their uses and costs. Edited by G. H. 


Cowperthwaite, C.A. 
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All about MAGNETIC INK PRINTING 0423456? 84" 
O%4234567 Send for a free copy of this MOORE booklet 


CCA 
SEND THIS COUPON TO 


Moore Business Forms Ltd. 
7 Goddard Avenue 
Toronto 15, Ontario 


Want to know about this new system of 
coding checks? Do you wonder what the 
effect of Magnetic Ink Printing wili be on 
your checks and their design? Read 
Moore’s short booklet for answers to 
questions such as: 


Why are banks changing to Magnetic Ink 
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Please send me, without obligation, a copy 

| 
Printing? Will ‘character sensing’ soon 
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of your new booklet on Magnetic Ink Printing 


govern the handling of all checks? Are 
there exact specifications for placing 
and printing coded information? What 
new machines are introduced into check 
Processing? Even if you aren’t interested 
now, should you take steps to avoid 
needless expense in check printing later? Build control with... 


MOORE BUSINESS FORMS 
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NOTES AND 





COMMENTS 





The Institute’s Examinations 


Giuseppe Paolo (Paul) Morimanno, 
of Montreal, topped 1,118 candidates 
in the 1961 CICA 
Uniform Final Ex- 
aminations last 
June to win the 
Governor-General’s 
Gold Medal, the 
Edmond Gunn 
prize and the 
Founders’ prize. 
The 22-year - old 
candidate recorded 
the highest standing in the final six 
papers. Of the total candidates for 
the finals, 638 passed. 

Mr. Morimanno received his early 
education at Le Plateau High School, 
then studied at l’Ecole des Hautes 
Etudes Commerciales de Montreal, 
from where he obtained his Bachelor 
of Commerce degree in 1959. He was 
employed for one year with the firm 
of Maheu, Noél & Cie, in Montreal, 
then transferred to Riddell, Stead, 
Graham & Hutchison where he is still 
employed. He attended the evening 
courses at l’Ecole des Hautes Etudes 
Commerciales for two years. 





G. P. Morimanno 


The CICA silver medal and the 
Edmond Gunn 
prize for the sec- 
ond highest candi- 
date were won by 
David Petrie, of 
Winnipeg. Mr. 
Petrie graduated 
from the Daniel 
McIntyre Collegi- 
ate Institute in 
1956. and then 
articled with William Gray & Co. in 
that year. He is currently employed 
in the Winnipeg office of Price Water- 
house & Co. 





David Petrie 


Michael Carr, 27, of Vancouver, is 
the winner of the 
Founders’ prize as 
the third highest 
candidate in the 
final examinations. 
Born in Notting- 
ham, England, Mr. 
Carr graduated 
from the Univer- 
, sitv of Wales in 

aiched Cav 1956 with a B.Sc. 
degree (first class honours forestry ) 
and, on a postgraduate fellowship to 
Yale University, took his Master of 
Forestry degree in 1957. He articled 
with Helliwell, Maclachlan & Co. in 
Vancouver in 1957, and is still em- 
ployed by that firm. 





Fourth place honours and the CICA 
prize were won by 
another Manitoba 
student, Leonard J. 
Heinrichs. Also of 
Winnipeg, Mr. 
Heinrichs — gradu- 
ated from the same 
collegiate in the 
same year as the 
second place prize- 
winner. He _ en- 





L. J. Heinrichs 


tered into articles with G. M. Horne 
& Co. in 1956, and in 1960 transferred 
to Moran, Fenton, Marchant & Co., 
Winnipeg, where he is now employed. 


There were 1,304 candidates for the 
intermediate examinations, of whom 
658 passed. Honours were awarded 
to Joseph Claude Reynold Tremblay, 
of Montreal, who will receive the 
CICA’s silver medal, the Founders 
prize and the CICA prize. Born at 
Godbout, Saguenay County, Quebec, 
Mr. Tremblay graduated from lEcole 
de Commerce de Rimouski in 1949. 
The 29-year-old prizewinner was em- 
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| Spot new sales 
opportunities... 


tee, 


es 





with 
American 
Credit Insurance 


While it covers receivables during the period of risk, commercial credit insurance 
provides new sales opportunities, too. With an ACI policy, your clients can 
confidently add more good customers, sell more to present customers. Title passes to 
the purchaser the moment your clients’ products are shipped. From that point on, the 
soundest protection for their accounts receivable...for all the working capital and 
profit their products represent...is the new and broader coverage of 

American Credit Insurance. Today, as for 68 years, an ACI policy 


is important to sales progress and good financial management. 
Available through insurance agents...or the local office of American 2 “al 
Credit Insurance. Way 


AC BOOKLET EXPLAINS CREDIT 
INSURANCE ADVANTAGES 


Gives reasons for suggesting credit insurance to your customers. For Yo, “eh 
copy, write AMERICAN CREDIT INDEMNITY COMPANY of Up 2 
New York, Dept. 45 , Montreal, Sherbrooke, Quebec, Toronto, 
Hamilton, Woodstock or Vancouver. 
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why should 
a company 


finance 
equipmente 


Because equipment financing is 
the accepted modern-day 
method of becoming the owner 
of equipment while still keeping 
working capital intact for its 
more important functions. 


FINANCE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You keep your busi- 
ness in balance with minimum 
cash down payments. 

TO INCREASE CREDIT 
CAPACITY—You have a new 
source of credit which does not 
affect your established banking 
or other lines of credit for daily 
operating needs. 


TO RELATE COSTS TO IN- 
COME—You pay current in- 
stalments only, tailored to your 
income through regular, accel- 
erated or skip payment plans. 
There is no demand obligation. 
Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 
When you decide new equip- 
ment is required, ask your dealer 
to arrange financing through 
Traders. 


EQUIPMENT DIVISION 


TRADERS FINANCE 


CORPORATION LIMITED 


HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 
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ployed by the Canada and Gulf Ter- 
minal Railway Company at Mont- 
Joli from graduation until 1958, 
whereupon, he decided to enter into 
articles. He is employed with Maheu, 
Noél & Cie, Chartered Accountants in 
Montreal. 


The Founders’ prize for the second 
highest candidate in the intermediate 
examinations was won by Morley W. 
Chang, Nanaimo, B.C. Mr. Chang 
was born and educated in Nanaimo, 
and took the accounting option of the 
Faculty of Commerce and Business 
Administration at the University of 
British Columbia. He graduated with 
his B. Comm. degree in 1960—having 
received three scholarships during his 
vears at university. He is employed 
by Price Waterhouse & Co., Vancou- 
ver, B.C. 


Admission of the successful final 
candidates to the Institute sends 
membership over the 10,000 mark. 
And, as well as passing this milestone 
in the 59-year history of the CICA, 
another record was set when a total 
of 2,422 candidates wrote the inter- 
mediate and final examinations. This 
is 300 more than last year, and almost 
double the number of candidates of 
10 years ago. 


International Tax Developments 

The 1960 annual report of the In- 
ternational Bureau of Fiscal Docu- 
mentation, Amsterdam, which has just 
been issued, records a satisfactory de- 
velopment of this unique institute, 
dealing with international and foreign 
taxation. 


Largely because of the growing 
trend towards European economic in- 
tegration, the activities of the Bureau 
have considerably increased. 


In addition to collecting and filing 
tax laws, books, periodicals, case law, 
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etc. from all over the world, the Bur- 
eau is being consulted on problems 
of foreign tax law. It has available, 
for that purpose, a permanent staff 
of eight lawyers and economists, and 
a large number of correspondents in 
a great many countries. 

At the present time, the Bureau is 
preparing, on behalf of the O.E.E.C. 
(Organization for European Eco- 
nomic Co-operation), a study on the 
tax treatment of research. 

At the beginning of the year, the 
Bureau started a new fortnightly pub- 
lication in English entitled “European 
Taxation.” This review is focused on 
foreign business and contains articles 
on taxation in all European countries, 
with up-to-the-minute information 
about tax reforms or proposals for re- 
form. 


Sir George Williams University 

This college will celebrate its 25th 
anniversary in 1962, and special cele- 
brations are being planned. Gradu- 
ates of the university who are chart- 
ered accountants are asked to send in 
their names, addresses and year of 
graduation to the Executive Secre- 
tary, Association of Alumni, Sir 
George Williams University, 1435 
Drummond St., Montreal 25, Que- 
bec. 


American CPA Research Projects 

Three new projects have been add- 
ed to the agenda of the Accounting 
Research Division of the American 
Institute of Certified Public Account- 
ants. 


Accounting for Foreign Operations 
This study will include an examina- 
tion of trends in the nature and ob- 
jectives of foreign investment by 
United States corporations, with em- 
phasis on their effects on the report- 
ing of the results of that investment. 
Particular attention will be given to 
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why should 
a company 


lease 


equipmente 


Because equipment leasing is 
the accepted modern-day 
method of utilizing equipment 
without ownership while still 
keeping working capital for its 
more important functions. 


LEASE YOUR 
EQUIPMENT 


TO MINIMIZE CASH OUT- 
LAYS—You profit from the 
use of new, modern equipment 
now, with a minimum cash 
outlay. 

TO RAISE NEW CAPITAL 
—You can acquire needed cash 
through the sale and lease back 
of present equipment thus pro- 
viding both the use of the equip- 
ment and the cash. 


TO TAKE ADVANTAGE OF 
TAX TIMING—You charge all 
rentals to expense before tax, 
making a greater cash flow 
possible. 

Only you and your principals, 
through knowledge of your 
special needs, can decide the 
best medium of corporate 
financing for your business. 

A phone call or letter to Traders 
Leasing will bring you all the 
information you need. Do it 
to-day. 


TRADERS LEASING 
LIMITED 
associated with 
TRADERS FINANCE 


CORPORATION LIMITED 


HEAD OFFICE 
TRADERS BUILDING, TORONTO 


BRANCHES ACROSS CANADA 





the development of appropriate pro- 
cedures for the translation of foreign 
currency balances into dollars, the im- 
part of governmental intervention in 
the area of exchange rates and cur- 
rency convertibility, and the problems 
relating to foreign subsidiaries in the 
preparation of consolidated and _ par- 
ent-company financial statements. 


Intercorporate Investments 

Particular attention will be given to 
the problems which are created by 
the existence of unconsolidated sub- 
sidiary companies. The timing of the 
recognition of earnings of an uncon- 
solidated subsidiary in a consolidated 
statement will be examined, as well 
as the extent of supplementary dis- 
closures. 

The related parent-company prob- 
lems will also be given special atten- 
tion. These include the amount at 
which the investment in the subsidi- 
ary is included in the assets of the 
parent corporation, and the recogni- 
tion of earnings of the subsidiary on 
the financial statements of the parent. 


Consideration will be given to such 
matters as the accounting for equity 
securities in uncontrolled affiliates. 
and holdings of debt securities of 
other corporations. 


This project, and also the study of 
Accounting for Foreign Operations. 
will be under the specific direction 
of Professor Samuel R. Hepworth, of 
the University of Michigan. 


Price Level Changes 


In December, 1947, the committee 
on accounting procedure issued Ac- 
counting Research Bulletin No. 33, 
dealing with the subject of deprecia- 
tion and high costs. The opinion 
expressed in that bulletin was re- 
affirmed in Chapter 9, Section A, of 
Accounting Research Bulletin No. 43, 





published in 1953. During the period 
covered by these two bulletins, the 
American Institute sponsored a study 
group on business income which pub- 
lished an independent _ report, 
“Changing Concepts of Business In- 
come,” in 1952. This report of the 
study group was concerned mainly 
with the impact of changing prices 
on business income. A major objec- 
tive of the new study which has just 
been initiated is to review these 
earlier conclusions and recommenda- 
tions. 


This project is being conducted by 
the staff of the Accounting Research 
Division of the American Institute of 
Certified Public Accountants, with the 
assistance of Professor Philip W. Bell, 
of Haverford Coilege. 


CICA Publication for Norway 

Norges Statsautoriserte Revisorers, 
the official public accounting body in 
Norway, has requested copies of 
“Auditing Procedures” by H. C. Dell 
and J. R. M. Wilson for the purposes 
of translation into Norwegian. 


Students Meeting 

A mock annual meeting of share- 
holders, presented by the Toronto 
chapter of the Chartered Institute of 
Secretaries’ Students Society will be 
held in the Council Chamber of the 
Board of Trade Building, Adelaide 
Street, on Thursday, November 9, at 
6 p.m. Any interested chartered ac- 
countant students are invited to at- 
tend. 


Plan Research Programme 

The CICA sub-committee of the 
Committee on Accounting and Audit- 
ing Research met in Toronto on Sep- 
tember 6, 1961, to prepare plans for 
the 1962 research programme. 
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do so many 
top firms 
come to Savoy 
for forms? 


Many of Canada's largest 
companies depend entirely 
on Savoy for forms of all 
kinds. Why? Because we 
offer prompt, personal 
service... because we 
work out your needs 
intelligently and 
economically... the quality 
of the work is consistently 
excellent... prices are fully 
competitive... deliveries 
fast. Remember... Savoy 
are form specialists. Try us. 
You'll never change again. 


CONTINUOUS, TYPEWRITER 


and REGISTER FORMS, SAVOY 
SETS and GARAGE FORMS 


AvoY’s 


Quebec 
Montreal 
St. Johns 
Toronto 











CORRESPONDENCE 





Federal Sales Tax 


Sir: When a student becomes a char- 
tered accountant, he is expected to 
have acquired a general knowledge 
of taxation, accounting, law and 
economics. I wish to deal with the 
student's training regarding sales tax. 

Most students and a surprising 
number of C.A.s have no intimate 
knowledge of the nature, history or 
application of sales tax. A number 
of the larger firms make use of “sales 
tax questionnaires”. In many cases, 
these are not completed on various 
audits, and when they are, the senior 
or the C.A. usually does not grasp 
the “meat” of the questions asked. 

To illustrate the importance of 
federal sales tax, not only in our 
daily lives as consumers, but as public 
accountants giving advice from day 
to day on taxation matters, the fol- 
lowing table is presented: 


Federal Budget 1959-60 Fiscal Year 


Type of Taxation Amount % 
( Millions ) 

Personal income tax 1,752.2 33.0 
Corporation income tax 1,234.2 23.3 
Sales tax 1,002.7 18.9 
Other (estate tax, excise 

duties, customs, etc.) 1,310.2 24.8 
Total revenue from tax 

(Includes old age 

security tax) 100.0% 


5,299.3 


Sales tax revenue amounts to almost 
as much as the corporation income 
tax revenue! 

The above table is provided to show 
how important sales tax can be. Stu- 
dents do acquire a working know- 
ledge of income tax as a result of 
their studies and practical experience; 
Yet in sales tax, which represents al- 
most one-fifth of the federal govern- 


ment’s tax revenue, they receive no 
formal courses and very little prac- 
tical experience. Future C.A.s should 
have a general knowledge of the basic 
principles and the practical applica- 
tion of sales tax in order to provide 
the public with the innumerable ser- 
vices that can be rendered in this 
field. The clients depend on the C.A. 
for advice and counsel on taxation 
matters and he should be able to 
provide it in all its phases. 


A general summary of the basic 
principles of sales tax could be in- 
corporated into most income tax 
courses now provided by the Insti- 
tutes. It would take very few hours 
to provide the student with at least 
the fundamentals and thus put him 
in a position where he has obtained 
a background of the considerations 
involved. 


The public demand for service in 
the sales tax field is growing and 
will continue to grow as long as this 
tax continues to be a mounting factor 
in our tax structure. The accounting 
profession should keep up with the 
public demands as it has in the past, 
and provide formal training for its 
students in this all-important field. 

J. CamMmLtE GALLANT 
Touche, Ross, Bailey & 
Smart, Montreal. 


Montréal, le 16 aout, 1961. 
Messieurs: Ayant recu la livraison d’aott 
1961 de la revue The Canadian Chartered 
Accountant, nous désirons souligner notre 
satisfaction de votre initiative de faire 
paraitre dorénavant un éditorial en anglais 
et en francais de méme que la traduction 
francaise d’un article anglais ou vice versa 
a chaque trimestre. 
Nous vous offrons nos félicitations et nos 
remerciements pour ce geste progressif. 
MALLETTE, CoTE, NORMANDIN & CIE 
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Hull, Que., August 3, 1961 


Objection to Recommendation 

Sir: I wish to register an objection against 
the recommendation of the Committee on 
Accounting and Auditing Research contained 
in Bulletin No. 19 to the effect that no pro- 
vision for income taxes be made in the fi- 
nancial statements of unincorporated bus- 
inesses. 

The reasons given by the Committee hold 
true for a great many, and perhaps a major- 
ity of unincorporated businesses, however, 
there are still many proprietorships whose 
earnings constitute substantially the entire 
income of their respective proprietors. In 
these latter cases there is a direct relation- 
ship between the earnings of the proprietor- 
ship and the tax liability of the proprietor, 
even though the ultimate amount of tax 
may vary according to personal exemptions 
and other deductions from net income. Fur- 
thermore, the sole proprietor usually looks to 
his business as the source of funds for the 
payment of his income tax; if he pays his 
taxes from other personal funds he is in ef- 
fect subsidizing his business in the form of 
lower personal drawings. 


I contend that the true net income of a 
business unit consists of the balance of profits 
after providing for all known expenses in- 
cluding income tax, providing of course that 
the tax liability can be reasonably related 
to such income. To present an Income State- 
ment to a business proprietor without an ad- 
equate provision for Income Tax is mis- 
leading. 

From the balance sheet aspect, the tax 
liability is a prior claim against the general 
assets of the individual. Its omission makes 
the statements more difficult for bankers, 
creditors and other interested parties to an- 
alyze; after all the business man and his 
accountant are in a better position to arrive 
at a reasonable provision of the amount of 
tax payable than the statement analyst who 
has only the information that no provision 
has been made for income tax liability. 
Again, the proprietor himself is less likely to 
take any over-optimistic steps if he sees an 
actual tax payable figure on the face of his 
balance sheet. If it is anticipated that the 
proprietor will draw from his business ac- 
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A GOOD BUSINESS 


+ 
AETNA’S 


CREATIVE FINANCING 
Ree 


PROFITS 


Factoring the AETNA way can 
set an entirely new pattern for 
profits for your clients because 
it opens up growth opportunities 
in such a creative way. Advan- 
tages include: 


e provision of funds when needed 
additional working capital 
reduction of clerical work 
increased production and sales 
greater profits 
eliminating credit risks 


AETNA’S service is 
unique . . . comprehen- 
sive... personal. Let us 
send you the complete 
story. Feel free to discuss 
specific clients’ problems 
with us. Write for free 
booklet. 





AETNA FACTORS 


CORPORATION LIMITED 


MONTREAL: 400 ONTARIO ST. W. — 288-5115 
TORONTO: 80 RICHMOND ST. W. — 362-7508 








ASSISTANT CONSULTANT 

(ACCOUNTING) 

$7920 - $9300 

Required by 
Department of National Health & 

Welfare, Ottawa. 

Qualifications include university 
graduation in Commerce or a re- 
lated field OR qualification by 
written examination in a _ recog- 
nized professional accounting or- 
ganization, many years of related 
experience in accounting work and 
a sufficient knowledge of English 
and French to perform the duties 
of the position. 

—Extensive Travel Involved— 
Details and application forms 
available at main Post Offices, Of- 
fices of the Civil Service Commis- 
sion or National Employment 
Service Offices. 

Quote Competition Number 61-783 


A First Impression that Lasts and Lasts! 


VULCAN 


is your best buy 


in 
AUTOMATIC LOCK 
POST BINDERS 


In stock in 11 sizes 
for standard ledger 
and columnar sheets; 
other sizes to order. 


PUSH LOCK 
Pounds lighter yet stand continuous service. One 
of many best buys in Grand & Toy’s displays of 
complete loose leaf supplies. 
At G & a Stores or ask your G & T salesman 

DIRECT ORDER SERVICES 
a HI. 4-1111 (Toronto) - LI. 4-2851 (Hamilton) 
Write G & T ORDERS, 31 Green Belt Dr., 
Don Mills. 


C-RAND & JOY 


ee Oe ee 


OFFICE SUPPLIES - PRINTING 
BUSINESS Ean 
TORONTO AMILTON 


count to pay his taxes, provision of the 
amount should be made in the same manner 
as any other firm commitment. 


The contention of the Committee that an 
unincorporated business, as such, is not li- 
able for taxes on income is not a valid argu- 
ment. In presenting financial statements, un- 
der normal circumstances, we are dealing 
with economic, not legal, entities. As an ex- 
ample of this consider the consolidated bal- 
ance sheet which groups into one economic 
entity a number of individual legal entities. 


I respectfully suggest that the Committee 
amend its recommendation to leave the 
question of provision for income taxes in 
the financial statements of unincorporated 
businesses to the discretion of the account- 
ant according to the circumstances of each 
individual case. This is a point which calls 
for sound judgement rather than a hard and 
fast rule. 

IrvINE Borts, C.A. 
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CONFIRMATION 
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Blank, per 100 
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$ 3.50 


Postage or Express Collect 


THE CANADIAN INSTITUTE 


OF CHARTERED ACCOUNTANTS 
69 Bloor Street East 


Toronto 5, Ontario 











THREE REASONS WHY ~ 
YOUR CLIENTS CAN FINANCE * 






WITH CONFIDENCE 


“Ty 


THROUGH FF 


Many companies, in need of working capital funds, 
hesitate to turn to commercial financing. Below, are 
three sound reasons why you can recommend 
financing through ITL with complete confidence. 


REASONABLE COST — Costs, you'll find, are reason- 
able at ITL—probably far less than you imagine. 
Charges are based only on the money actually used 
and for the time (on a daily basis) that it is used. 


PLAN TAILORED TO YOUR CLIENTS OPERATION — 
ITL welcomes the challenge of working with you 
and your client to develop an individual plan, suited 
to his exact needs and system of operation. At no 
obligation, of course! 


EXPERIENCE AND INTEGRITY — The combined expe- 
rience and knowledge of two of the oldest and most 
respected names in the field of commercial finance — 
1.A.C. and James Talcott Inc.—are your guarantee 
of fair and equitable financing. 


For further details, write or phone us. Ask us, too, for 
the free booklet ‘A balanced job in business finance’. 


INDUSTRIAL-TALCOTT LIMITED 


A joint venture of 
Industrial Acceptance Corporation Limited 
and James Talcott Inc. 


615 DORCHESTER BLVD., WEST, MONTREAL. UN 6-1941 


COMMERCIAL FINANCING, FACTORING, REDISCOUNTING, EQUIPMENT LEASING 
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Burroughs 


announces another 


a 
series of electronic data processing systems 
with every intention 
of making you dissatisfied 
with the system you now have 


They are powerful, high-speed electronic computer sys- 
tems in the low price range. More automatic and completely 
balanced, they deliver a significant increase in produc- 
tivity. Present programming time and expense are 
reduced to a minimum through a powerful new library 
of service routines and a high-speed assembler. They 
accept the same media you’re using now — punched cards, 
magnetic tape or Magnetic Ink Character Recognition. 
One of the four typical B 200 systems pictured here will 
be sure to satisfy your needs for faster, more simplified 
automatic data processing and the management data that 
will help you operate your business more 
profitably. For information call our local 
office or write Burroughs 


Business Machines Ltd. 


Burroughs —TM Toronto 2, Ontario 














PUNCHED CARD ELECTRONIC COMPUTER SYSTEM 


B 260 combines collation, computation, summarization and hard-copy 
preparation all in one run. 


PUNCHED CARD/MAGNETIC TAPE ELECTRONIC COMPUTER SYSTEM 


B 280 functions independently or can operate as a satellite to large- 
seale computers. 


PUNCHED CARD/MAGNETIC TAPE ELECTRONIC COMPUTER SYSTEM 
with Magnetic Ink Character Recognition 


B 270 provides highest speed MICR processing at lowest cost for 
financial applications. 


PUNCHED CARD AND LEDGER RECORD ELECTRONIC COMPUTER SYSTEM 
with Magnetic Ink Character Recognition 


B 250 is unique in handling commercial or financial applications where 
unit ledger records are desired. 





@ how leasing affects a balance sheet! The ad- 


vantage of leasing is clearly shown by the comparison 
below, between cash purchase, conventional borrowing 
and leasing. The comparison is based on the acquisition 
of equipment having a total cost of $25,000. 


BEFORE AFTER 
IF EQUIPMENT OBTAINING 


COSTS $25,000 EQUIPMENT 


AFTER 


AFTER 
BUYING 
FOR CASH BORROWING LEASING 


$ 75,000 $100,000 $100,000 


CURRENT ASSETS $100,000 
FIXED ASSETS 50,000 


TOTAL $150,000 


$150,000 


$151 | $175,000 $150,000 
LIABILITIES $ 50,000 $ 50,000 $ 75,000 $ 50,000 
CAPITAL 100/000 | 100:000 100/000 100/000 


| 
75,000 75,000 50,000 


TOTAL $150,000 $150,000 $175,000 $150,000 


“LIQUIDITY 2 tol 1.5 tol ~ 1,33 tol 2 tol 


(Current Ratio) 


DEBT TO EQUITY | 1 to2 1to2 1.5 to2 1to2 


Any type of equipment can be leased, from a 
typewriter to electronic computers. For full infor- 
mation write for CDL’s free brochure “LEASING” 


(*) CANADIAN-DOMINION LEASING 


DEPT. (A), Canada Permanent Building, 320 Bay Street, Toronto, Ontario. Telephone: EM. 3-4021 
Offices in Montreal and Vancouver 


| 
()stER, HayMon De NANTON 


INSURANCE BROKERS 
GROUP AND PENSION 
CONSULTANTS 


VANCOUVER - CALGARY - EDMONTON 
SASKATOON - WINNIPEG - TORONTO - MONTREAL 








editorial 


continuing education for 


the chartered accountant 


As A RESULT of the ever-increasing problem of keeping abreast of 
technical innovations, a serious question has arisen as to the validity 
of the traditional approach to accounting education. Until recently 
it was thought sufficient to provide chartered accountants with a sound 
foundation of formal professional instruction upon which they could 
build as circumstances required or inclination suggested. Accounting 
literature and certain other aids have, it is true, always been available 
to assist the individual accountant in furthering his professional educa- 
tion. However, the Committee on Continuing Education reached the 
conclusion that the rapidly changing business background necessitates 
a new approach to an educational problem. Unless chartered account- 
ants are prepared, after qualifying, to engage in a vigorous and imag- 
inative programme of continuing professional education, they may 
forfeit their present standing in the accounting field to more aggressive 
bodies. 

There are many excellent courses offered by universities and 
others in various parts of Canada but few of them appear to be 
directed specifically to the needs of chartered accountants: some (such 
as management accounting and business finance) are too elementary; 
others (such as marketing and production) are too intensive. Our 
membership, as a whole, cannot look for too much assistance from 
these sources and it is for this reason that a programme of continu- 
ing education, sponsored by the Canadian Institute of Chartered 
Accountants and the provincial Institutes, has been established. 

What do we seek to accomplish by the new programme? In 
general, it is hoped that we can stimulate an increasing interest in 
professional development and give leadership and direction to the 
efforts of those who are interested in pursuing more advanced studies. 
We hope to offer an opportunity to learn more about the objectives, 
viewpoint, and problems of business and management; to study 
familiar subjects more intensively and to discuss them with other 
members; and to study and improve existing tax, accounting and 
auditing practice. We are aware also of the necessity for specializing, 
and hope to design a programme which will assist our members to 
gain the knowledge they will need as specialists. These needs will, 
it is hoped, be met gradually by evening and correspondence courses, 
short seminars, and other means. 

Chartered accountants have, in the past, spent much of their time 
in the areas of historical accounting and orthodox auditing. It is now 
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also necessary for our members to have a better understanding of mod- 
erm management applications of accounting and of an audit, not only 
of the records but of the business itself. The young chartered account- 
ant in industry will need new knowledge to adjust to, or survive in, 
his chosen environment; the young accountant within the practising 
profession will, on the other hand, need more advanced knowledge to 
provide a higher standard of service based on a proper understanding 
of his client’s business objectives and problems. In any event, it should 
be possible, when the new programme becomes fully operative, for 
young chartered accountants to attain, within a relatively short period 
of time, a new plateau of knowledge and skill, well above the present 
qualifying level. 

With the appointment of a Director of Continuing Education as 
of May 1, 1961, this programme is now under way. It must be ap- 
parent to all that it will not be possible to accomplish every desired 
goal immediately. For this reason it is felt that initial efforts must, of 
necessity, be directed to where they will be most popular and useful. 
The courses prepared this fall, “Tax Techniques and Practice” and 
“Management Accounting”, will appeal to members whose theoretical 
knowledge in these fields is still based principally on their pre-quali- 
fication study. They are intended as first post-qualification courses in 
a series that may lead to advanced specialization in tax services and 
financial management. 

This material will be available in English and French. Educa- 
tional planning and administration are, of course, prerogatives of the 
provincial Institutes and they decide which courses they wish to 
undertake on behalf of their members. The course outlines are pre- 
pared in such a form that they may be adapted to a variety of pre- 
sentations, including case study, seminars, lectures and home study. 
This should make it easier for the provincial Institutes to bring the 
Continuing Education Programme to a large number of members. 

This is just a beginning. We hope that the degree of participa- 
tion by members will confirm our belief that we are providing a 
service which many chartered accountants keenly desire. We believe 
that the new programme can be an important factor in future progress. 
In the long run, our greatest asset is our own professional excellence. 
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editorial 


etudes de perfectionnement 


pour le comptable agree 


Par suite du probléme toujours plus ardu de se tenir au courant 
des progrés techniques, on s'est sérieusement interrogé sur la valeur 
de la fagon traditionnelle d’aborder l’enseignement de la comptabilité. 
On croyait, jusqu’é tout récemment, qu'il suffisait de fournir aux 
comptables agréés une solide base de connaissances proprement pro- 
fessionnelles sur laquelle ils pourraient construire au gré des circon- 
stances ou suivant leurs gots. Le comptable n’a jamais manqué 
de documentation comptable et de certaines autres aides, il est vrai, 
pour l’aider a poursuivre sa formation professionnelle. Cependant, le 
Comité des études de perfectionnement en est arrivé a la conclusion 
que le milieu sans cesse mouvant des affaires exige une nouvelle 
méthode d’aborder le probleme éducationnel. A moins que les 
comptables agréés ne soient préts, une fois regus, 4 poursuivre énergi- 
quement un programme original d'études de perfectionnement pro- 
fessionnel, ils risquent de perdre, au profit d’autres associations plus 
agressives, le rang quils détiennent dans le domaine de la compta- 
bilité. 

Il y a une foule dexcellents cours offerts par les universités et 
d’autres organismes dans diverses régions du Canada, mais il semble 
y en avoir bien peu parmi eux qui soient expressément orientés vers 
les besoins des comptables agréés: certains (tels que la comptabilité 
administrative et le financement des affaires) sont trop élémentaires; 
dautres (tels que la mise en marché et la fabrication) sont trop 
intensifs. L’ensemble de nos membres ne peut pas trop compter sur 
Yaide de ces institutions et cest pour cette raison qu'un programme 
de cours de perfectionnement a été institué sous les auspices de 
l'Institut Canadien et des instituts provinciaux de comptables agréés. 

Quel objectif le nouveau programme se _ propose-t-il? Nous 
espérons, de fagon générale, pouvoir éveiller chez les membres le 
désir de se perfectionner dans leur sphére professionnelle, et guider 
dans leurs efforts ceux qui sont intéressés 4 poursuivre des études plus 
avancées. Nous espérons leur fournir occasion d’apprendre davanta- 
ge sur les objectifs, les points de vue et les problémes des affaires 
et de ladministration; d’étudier plus intensément des sujets familiers 
et den discuter avec d'autres membres; d’étudier enfin et d’améliorer 
les méthodes existantes en matiére d'impét, de comptabilité et de 
vérification. Nous sommes conscients aussi du besoin de spécialisation 
et espérons mettre en oeuvre un programme qui aidera nos membres 
a acquérir les connaissances dont ils auront besoin en tant que 
spécialistes. Nous espérons pouvoir satisfaire ces besoins graduelle- 
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ment par le moyen de cours du soir et de cours par correspondance, 
de brefs séminaires ainsi que par d’autres moyens. 

Les comptables agréés se sont beaucoup souciés, dans le passé, 
de comptabilité historique et de vérification orthodoxe. II est aussi 
nécessaire, maintenant, pour nos membres d’avoir une meilleure com- 
préhension des applications administratives modernes de la compta- 
bilité et de la vérification, non seulement des registres mais de l’entre- 
prise elle-méme. Le jeune comptable agréé dans Industrie aura 
besoin de nouvelles connaissances pour s’'adapter au milieu de son 
choix ou pour y survivre; le jeune comptable agréé qui se consacre a 
lexercice de la profession aura besoin d’autre part de connaissances 
plus poussées pour étre en mesure de fournir des services de qualité 
supérieure, a condition qu'il comprenne bien les objectifs et les 
problémes de l’entreprise de son client. A tout événement, il devrait 
étre possible aux jeunes comptables agréés, lorsque le nouveau pro- 
gramme sera pleinement en vigueur, d’atteindre dans une période de 
temps relativement courte, un nouveau degré de connaissances et de 
compétence professionnelles bien supérieur au niveau présentement 
requis pour étre regu. 

La nomination d’un directeur des études de perfectionnement au 
mois de mai dernier marque un premier pas dans la réalisation de ce 
programme. II est bien évident qu'il ne sera pas possible de réaliser 
immédiatement tous les objectifs. C'est pourquoi on a cru que les 
premiers efforts devraient nécessaire’ etre orientés vers les secteurs 
les plus populaires et les plus u'. Les cours projetés pour cet 
automne “techniques et pratiquv’ fiscales” et “comptabilité ad- 
ministrative” sauront intéresser le; membres dont les connaissances 
théoriques dans ces domaines reposent encore principalement sur 
leurs études antérieures 4 leur admission. On doit envisager ces cours 
postscolaires comme le point de départ d'une série de cours menant 
a une spécialisation poussée dans le domaine fiscal et administration 
financiere. 

Ces cours seront disponibles en frangais et en anglais. La plani- 
fication et la dispensation de lenseignement sont évidemment du 
ressort des instituts provinciaux et ce sont eux qui décident des cours 
quils désirent entreprendre pour le bénéfice de leurs membres. La 
matiére du cours est agencée de fagon a pouvoir s'adapter a toute une 
variété de présentations, y compris les études de cas, séminaires, cours 
oraux et d’étude a domicile. Cela devrait faciliter aux instituts pro- 
vinciaux de mettre a la portée d'un plus grand nombre de membres 
le programme des cours de perfectionnement. 

Ce nest 14 qu'un commencement. Nous espérons que la partici- 
pation des membres confirmera notre conviction que le service que 
nous offrons répond aux désirs d’un grand nombre de comptables 
agréés. Nous croyons que le nouveau programme peut étre un 
important facteur de notre progrés futur. Notre actif le plus précieux 
est, en définitive, notre compétence professionnelle. 
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Principles of Organization 


R.O. MOORE, C.A. 





Many PEOPLE feel that the subject 
of Principles of Organization is rather 
academic in nature, deals mainly with 
truisms and ignores the human ele- 
ment. 

While there is a certain amount of 
truth in some of these observations, 
it is equally true that basic principles, 
in almost any field of endeavour, are 
subject in varying degrees to the 
same disability. There is no doubt 
that organization principles cannot be 
applied too literally without due re- 
gard for all the circumstances sur- 
rounding a given situation. On the 
other hand, in this as in any other 
field, before an individual attempts to 
take liberties with a set of principles or 
to improvise some of his own, it is im- 
perative that he has a_ thorough 
knowledge of the fundamentals and 
the potential hazards involved. 


Basic Principles 

The principles discussed in this 
article cannot be considered scientific 
by any stretch of the imagination. 
They have evolved from the experi- 
ence and observations of those who 
have had occasion to concern them- 
selves with the problem of how to 
get people to work together effective- 
ly. They are not based on experi- 
ments carried out under controlled 
conditions. Since these principles do 


not apply with equal force in all situ- 
ations, it would perhaps be better if 
they were thought of as guides rather 
than principles — guides that must be 
used with a great deal of common 
sense and a thorough knowledge of 
the factors that should be taken into 
consideration when attempting to ap- 
ply them. 


There is no denying that it is pos- 
sible to ignore these principles and 
get away with it — for a time. With 
the right type of individuals in key 
positions and with the right spirit of 
give and take between them, the most 
outlandish organization structure can 
be made to work. However, thinking 
in terms of the average individual 
and with the normal amount of ag- 
gressiveness and self-interest that such 
an individual is bound to have, ex- 
perience has shown that observance of 
a few basic principles of organization 
in developing or revising an organi- 
zation structure staffed by such indi- 
viduals will vastly improve its chances 
of success. 


It does not take much _ looking 
around to find companies that have 
disregarded one or more of these 
principles with unhappy consequen- 
ces. Unfortunately, in this field as in 
many other fields dealing with hu- 
man behaviour, almost everyone con- 
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siders himself an authority and is will- 
ing to express an opinion or arrive at 
a decision based on personal intui- 
tion or a sixth sense, which frequently 
masquerades under the more dignified 
title of “management know-how’. 


Lists have been published contain- 
ing as many as 25 or 30 supposedly 
different organization principles. How- 
ever, on closer examination most of 
these turn out to be a restatement or 
a refinement of a much smaller num- 
ber of basic principles, some of the 
more important of which are outlined 
below: 


1. There should be a clear line of au- 
thority running from the chief 
executive to every employee in an 
organization, with no employee di- 
rectly responsible to more than 
one superior. 


bo 


Everyone should be given suffi- 
cient authority to enable him to 
effectively discharge his responsi- 
bilities, and both responsibility and 
authority should be delegated as 
far down within an organization 
as the nature of its activities re- 
quires and the ability of its person- 
nel permits. 


3. Functions should be grouped in as 
logical a manner as possible, tak- 
ing into consideration the need for 
keeping the number of levels ot 
supervision at a minimum while 
not allowing any supervisor's span 
of control to exceed a reasonable 
limit. 

4. Adequate provision should be 
made for each executive to carry 
out the planning, coordinating and 
review of policies required by the 
nature of his responsibilities. 

5. Committees and staff assistants 
should be appointed only where 
there is a clearly established need 
for them and, where this is the 


case, their functions and authority 
should be clearly defined. 


The principles outlined above are 
an obvious over-simplification of a 
rather complex subject. However, they 
contain most of the more important 
fundamentals of sound organization 
planning. There are, of course, a num- 
ber of other factors that must be taken 
into consideration in developing or re- 
vising any plan of organization. 
These, along with the principles them- 
selves and the care that must be exer- 
cised in applying them, are discussed 
in greater detail in the remainder of 
this article. 


Lines of Authority 


It seems almost incomprehensible 
that anyone in an organization should 
not know who his immediate superior 
is. Surprisingly enough, however, 
there are many people in both indus- 
try and government who do not have 
a clear idea to whom they report or 
who reports to them. 


There are certain situations in 
which such confusion may be justified 
and where individuals actually do re- 
ceive instructions and work assign- 
ments from more than one superior. 
However, even here, one of the su- 
periors should be designated as hav- 
ing primary responsibility for the 
work of such an employee. As an il- 
lustration of the type of situation in 
which such confusion is understand- 
able, there are many organizations 
where a number of the senior staff 
require help of a specialized nature, 
possibly requiring special skills such 
as typing, but where there is not 
enough work of this nature to require 
the full time services of an assistant 
or secretary for any one of them. In 
larger organizations there may be 
enough of this work to warrant the 
formation of a secretarial pool under 
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PRINCIPLES OF ORGANIZATION 


a pool supervisor or office manager, 
who would then assume direct respon- 
sibility for the work of the staff in 
the pool. In smaller organizations, it 
may be necessary to rely on a “gentle- 
man’s agreement” between the parties 
concerned as to the division of a 
clerk’s or stenographer’s time. How- 
ever, the latter should be given to 
understand that she is still primarily 
responsible to one of these individuals. 
Another situation in which staff may 
find themselves receiving instructions 
from more than one source concerns 
the case where a particular type of 
service is organized on a central basis, 
but the staff is assigned to different 
work areas and, while in a particu- 
lar area, is under the supervision 
of the individual in charge of that 
area. Orderlies in a hospital would 
be a good example of this situation. 
In many hospitals, orderlies report to 
a chief orderly for discipline and 
scheduling of work and assignment 
to a given area of the hospital. Once 
in that area, however, the orderly is 
responsible to the nurse in charge of 
the area for work she assigns him. 


Clarifying Types of Personnel 

Even where lines of authority are 
apparently quite clear within a par- 
ticular department of a company, as 
far as the relationship of personnel 
within that department are concerned, 
confusion often exists as to the proper 
relationship of these individuals to 
personnel in other departments. This 
is particularly true as it concerns the 
relationship between line and _ staff 
personnel within a company and no- 
where does this situation become more 
acute than in a decentralized type 
of operation. The problem of clarify- 
ing relationships between these two 
types of personnel is one that has con- 
cerned both management and students 
of organizations for many years. 
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In a very broad sense, line person- 
nel can be defined as those that are 
responsible for carrying out the prin- 
cipal functions of a company, while 
staff personnel has the responsibility 
for advising and assisting them to do 
so in the most effective manner pos- 


sible. 


In a small company this problem is 
not particularly acute, because the 
management of such a company nor- 
mally carries out the planning, co- 
ordinating and controlling functions 
that in a larger firm must be dele- 
gated to staff specialists. As the com- 
pany grows, however, and if its 
operations become decentralized, it 
becomes necessary for management to 
rely more and more on the use of staff 
personnel to assist in carrying out 
these functions. It is at this point that 
general management must give careful 
attention to defining the relationship 
between its staff subordinates and its 
line subordinates. 


Position of Line Supervisor 


In theory, staff personnel is only 
supposed to advise and recommend. 
However, in practice, these individu- 
als either through specialized knowl- 
edge, such as that possessed by a legal 
officer, or through higher status in 
the department, may be in a position 
to virtually require compliance from 
a line supervisor. Under these cir- 
cumstances, the position of the line 
supervisor becomes very difficult. He 
is held accountable by his line su- 
perior for carrying out the responsi- 
bilities assigned to him and yet he 
cannot afford to disregard the “ad- 
vice” of the staff man, even though 
he may not be completely in agree- 
ment with him. 

If the matter is serious enough, the 
line supervisor should, of course, re- 
fer it to his immediate superior. How- 
ever, if it is within the authority of 
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the line supervisor to make a decision 
on the matter in question, he must 
stand or fall on his own decision. 


In some instances, the problem may 
be resolved by the fact that senior 
staff personnel is given functional au- 
thority over line managers because of 
common superior. Thus, legal coun- 
sel may be required to approve con- 
tracts entered into by a division man- 
ager or the methods department may 
be given the responsibility for decid- 
ing the best timing for the installation 
of a new data processing system. 
However, even this authority should 
not be absolute if a line manager is 
to be held accountable for the opera- 
tions of his unit. He should always 
have recourse, if he feels the matter is 
of sufficient importance, to higher line 
authority. 


Delegation of Responsibility 


As a company grows, and the job 
of managing it becomes more com- 
plex, the load on the senior executives 
of the company increases to a point 
where it becomes necessary for them 
to delegate some of their responsibili- 
ties. A certain amount of delegation 
can take place within a centralized 
organization structure, but the more 
complete forms of delegation are 
usually accompanied by a divisionali- 
zation or decentralization of a com- 
pany’s operations. 

While decentralization has been 
very popular in the post-war period, 
and even before this in certain indus- 
tries, there has been a tendency in 
the last few years for a number of 
companies to have second thoughts 
about the degree to which the decen- 
tralization process should go. There 
is no doubt that decentralization dis- 
tributes the management load, speeds 
decisions, develops future executives 
and provides more job interest and 
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challenge to the management of de- 
centralized units. There is also no 
doubt that many companies decen- 
tralized because it was the thing to 
do, without giving sufficient thought 
to the problems of coordination, con- 
trol and the need for capable manage- 
ment personnel that must be solved 
before this form of organization can 
operate successfully. Now these com- 
panies are finding that they have lost 
control of their operations and are 
being forced to “recentralize”. Too 
often such organizations blame the 
basic concept of decentralization ra- 
ther than their misuse of this form of 
organization structure. 


The problems of coordination and 
control become very real under a de- 
centralized type of operation, par- 
ticularly if responsibility and author- 
ity are delegated to the degree en- 
visaged by this form of organization. 
Decentralization has really not taken 
place in a company, regardless of 
whether it has established division or 
branch offices, if the divisional man- 
agers are required to clear all their 
actions and decisions with head office, 
even where they conform to company 
policy. To be completely effective, de- 
centralization requires that the man- 
agers of the decentralized units be 
given the responsibility and authority 
for making all decisions that affect 
their own sphere of operations as 
long as these conform to company 
policy. 


Probably the biggest factor in the 
failure of those companies that de- 
centralized and then found that they 
could not operate on this basis was 
the fact that these organizations did 
not have personnel capable of making 
the decisions required by this decen- 
tralized unit type of operation. In the 
same way that the promotion of a 
good worker to a supervisory position 
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does not necessarily guarantee that he 
will have the leadership qualities re- 
quired by his new responsibilities, the 
decentralization of a company’s opera- 
tions and the appointment of division- 
al managers in charge of the decen- 
tralized units does not necessarily 
guarantee that the divisional execu- 
tives will be capable of making the 
decisions required by their new posi- 
tions. 


In the expansion that has taken 
place during the post-war period, 
there has been a tendency to ignore 
the fact that individuals do not neces- 
sarily grow with an organization. This 
is particularly true in government de- 
partments and other non-profit organ- 
izations where there is a great re- 
luctance to recognize an individual’s 
limitations by passing him over for 
promotion and bringing in a qualified 
outsider. 


In many cases, as an organization 
grows and particularly if its operations 
become decentralized and _ responsi- 
bility is delegated to lower levels in 
the organization, individuals who were 
hired to carry out decisions are put 
into positions where they are now ex- 
pected to make the decisions. In far 
too many cases, such promotions are 
based on length of service or even 
more unrelated factors, rather than on 
a careful assessment as to the indi- 
vidual’s ability to carry out the respon- 
sibilities of the more senior position. 
Many companies who thought that in 
promoting an employee they were 
not only rewarding him for his years 
of faithful service, but also recogniz- 
ing the experience that he could bring 
to his new position, did not realize 
that they were actually doing a dis- 
service, both to the individual and 
themselves. This realization only came 
when the job was not done properly 
and the individual eventually broke 
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down under the stain of trying to do a 
job for which he was not qualified. 


Grouping of Functions 

It is fairly obvious that related func- 
tions should be grouped, wherever 
possible, and that unrelated fuctions 
should not be grouped any more 
than is absolutely necessary. This con- 
forms to the generally accepted prin- 
ciple that the work of every person in 
an organization should be confined as 
far as possible to the performance of 
a single leading function. There is no 
doubt that combinations of unrelated 
duties or groupings of unrelated func- 
tions under a particular individual 
may work satisfactorily as long as that 
person occupies the position. How- 
ever, if he leaves, the prospect of find- 
ing another person who also has the 
ability to handle these widely diverg- 
ent functions may be slim indeed. In 
combining functions of any sort, the 
problem arises as to how many of 
these functions it is reasonable to 
expect one individual to supervise, 
and at what point the disabilities in- 
volved in giving him too wide a span 
of control are greater than those in- 
volved in creating another level of 
supervision. 

It will be readily recognized that 
the principle of keeping the number 
of levels of supervision down to a 
minimum is the direct antithesis of 
the principle of keeping the span of 
control (number of subordinates) of 
each supervisory position down to a 
reasonable level. Sound organization 
planning necessitates the development 
of the most acceptable compromise 
between the requirements of these two 
principles. 

The appropriate number of levels 
of authority for any organization is 
normally determined by a number of 
factors such as the size of the organ- 
ization, the nature of its operations, 
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the basic form of its organization 
structure and the appropriate span of 
control for each of its management 
and supervisory positions. All that is 
really necessary in applying this prin- 
ciple is to bear in mind the fact that 
the number of levels should be kept at 
an absolute minimum in order to re- 
duce the chain of command and there- 
fore the length of time required for 
instructions and information to travel 
up and down within the organization. 


Span of Control 


The problem of deciding on an 
appropriate span of control for each 
executive is much more complex. A 
number of authorities on the subject 
of organization have attempted to 
generalize on the optimum span of 
control that can be exercised by any 
one individual. In some cases, their 
conclusions are based on the experi- 
ence of military personnel and in 
other cases on mathematical analyses 
using permutations and combinations 
to determine the number of possible 
relationships between subordinates 
under varying spans of control. The 
figures usually quoted by such author- 
ities is a maximum of five to six sub- 
ordinates reporting to one supervisor. 


There are a tremendous number of 
variables that must be taken into con- 
sideration in determining the appro- 
priate span of control for any given 
position. This makes it difficult, if not 
actually impossible, to generalize on 
the subject. Each situation must be 
analyzed on the basis of certain 
factors affecting the number of sub- 
ordinates that a given individual can 
supervise. These would include the 
following: 


(a) The amount of authority that a 
supervisor is willing to grant to 
his subordinates and the capacity 
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of such subordinates for accept- 
ing this authority. 


(b) The amount of supervision need- 
ed by each subordinate which, in 
turn, is determined by the com- 
plexity of his unit’s operations, its 
rate of expansion and technolog- 
ical change, the types of problems 
that arise, and the extent to 
which these problems can be re- 
solved on the basis of precedent 
or company policy. 


The amount of coordination that 
the operations of the different 
units under one supervisor need 
which, in turn, is determined by 
how much the activity of one unit 
affects the others, as well as the 
ability of the heads of the re- 
spective units to resolve their own 
differences. 


(c) 


(d) The amount of work in addition 
to direct supervision that the 
supervisor is expected to carry 
out, such as planning, attending 
committee meetings, etc. 


Planning and Policy Review 


The most common complaint heard 
amongst executives today is that there 
just are not enough hours to go 
around. Surveys carried out by vari- 
ous management groups show that 
many executives are working a 50 to 
60 hour week or longer. Many of 
them take their work home at night or 
do it over the week-ends. Almost all 
surveys show that executives feel they 
do not have enough time to just sit 
back and think. 


Very few people can sustain a pace 
of this sort for a prolonged period. 
Sooner or later it will take its toll in 
the form of decreased alertness, errors 
in judgment, irritability, and generally 
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decreased efficiency on the part of the 
executive. The blame for this situa- 
tion can be laid at any one of many 
doors. It may be that the executive is 
unwilling to delegate responsibility 
and feels that he must do everything 
himself if it is to be done properly. 
It may be that he was promoted from 
a more junior position and carried his 
responsibilities up with him, in addi- 
tion to taking on the responsibilities 
of his new position. It may be that he 
has never bothered to develop ade- 
quate subordinates who are capable 
of taking some of the load off his 
shoulders. It may be the fault of the 
organization structure which places 
a greater load on him than any one 
person can reasonably be expected to 
assume. 


In some cases an individual is pro- 
moted from a highly specialized posi- 
tion to one requiring much greater ad- 
ministrative ability and he finds it 
very difficult to adapt himself to the 
change. It is an accepted fact that 
the larger the organization the more 
managerial or administrative ability 
is needed by the senior executives and 
the less specialized or technical 
knowledge is required — as long as 
it is provided at the appropriate lower 
levels in the organization. 


Similarly, speaking in general terms, 
the larger the organization and the 
more widespread it is, the more di- 
verse its activities, the faster the rate 
of technological change in the in- 
dustry, then the more time must be 
left to senior executives, particularly 
the chief executive, to plan the prog- 
ress of the company. He must have 
time to assess its objectives, policies 
and organizational efficiency, and to 
coordinate and control its activities. 
Direct supervision of the work must 
be left to the operating executives. 
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While not found in most lists of or- 
ganization principles, the provision of 
adequate time for planning, coordin- 
ating and reviewing company policies 
and objectives has become increasing- 
ly important in the post-war period. 
Changing business conditions as re- 
cessions appear, disappear and re- 
appear, rapid technological changes, 
increasing complexity of government 
regulations, and a host of similar 
factors make it imperative for the 
senior management of a company to 
continually reappraise its plans and 
policies. 


Committees and Staff Assistants 


One of the ways in which over- 
worked executives delegate, at least a 
portion of their coordinating and plan- 
ning functions, is through the ap- 
pointment of committees and _ staff 
assistants. Both of these organizational 
techniques have their place and can 
serve a very useful purpose. However, 
both are often misused, with a conse- 
quent waste of time in the case of the 
improper use of committees, and the 
creation of misunderstandings and 
conflicts of authority in the case of the 
improper use of staff assistants. 

As a department is divided into a 
greater and greater number of units, 
and as the responsibility delegated to 
the heads of these units increases, mis- 
understandings and conflicts of author- 
ity sometimes arise among the various 
functions or units. The heads of these 
units may tend to think largely in 
terms of what is good for their own 
units and not of the department as a 
whole. This creates considerable need 
for coordination and integration of 
these diverse opinions. 


There is little doubt that commit- 
tees can make a very valuable contri- 
bution to the management function by 
providing a means for disseminating 
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information, exchanging viewpoints, 
gaining an appreciation of the other 
fellow’s problems, coordinating plans 
and programmes, training and broad- 
ening the horizon of younger execu- 
tives, etc. What management often 
fails to realize is that committees also 
can consume a_ disproportionate 
amount of executive time, can provide 
a ready-made vehicle for procrastina- 
tion and dilution of responsibility and, 
if its members are not carefully select- 
ed, can become merely a_ rubber 
stamp for a dominating chairman or 
a clique within the committee. 

Thus, it would seem that there is no 
easy answer to the question of when 
and where a committee should be 
used. Its chances for success, how- 
ever, would appear to be greatly en- 
hanced if management will take the 
trouble to make sure that the potential 
contribution of the committee justifies 
its creation, its functions are clearly 
defined, and it deals only with those 
types of problems that lend them- 
selves to a committee form of solu- 
tion. 


Staff assistants, who go by various 
titles such as executive assistant, ad- 
ministrative assistant, assistant to, or 
executive officer are extremely diffi- 
cult positions to properly fit into an 
organization structure. The biggest 
problem that exists in introducing this 
type of position into a plan of organ- 
ization is the confusion that inevitably 
arises as to the nature of a staff assist- 
ant’s responsibilities, unless these re- 
sponsibilities are carefully defined. In 
actual practice, the role of the staff 
assistant runs the gamut from being, 
at the one extreme, the chief execu- 
tive’s confidant and interpreter, to the 
other extreme of being his errand or 
whipping boy. 


There is always the danger that the 
staff assistant may substitute his per- 
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sonal views for those of his chief, or 
at least the chiefs subordinates may 
think he has. Thus, it is extremely 
difficult for the subordinates to know 
whether it is actually the assistant 
speaking when he is passing on in- 
formation or instructions to the sub- 
ordinates, or whether it is really the 
chief executive speaking through his 
assistant. 

In general, where a staff assistant is 
used, his responsibilities should be re- 
stricted to analyzing, investigating, 
reporting and recommending. He 
should never be asked to direct or 
criticize any of his chief's subordin- 
ates and, while he may represent his 
chief, he should not assume any of his 
authority. 


Use of a Deputy 


Another use of the assistant tech- 
nique concerns the appointment of a 
deputy or second in command. There 
is no doubt that such an appointment 
provides excellent coordination of the 
day-to-day operations of a depart- 
ment or division and leaves the head 
of the division free to concentrate on 
planning and the review of depart- 
mental policies. In addition, it pro- 
vides an excellent training spot for a 
successor to the top position. How- 
ever, it also may create a number of 
problems. It may restrict communi- 
cations between the department head 
and his subordinates, leaving him 
open to the possibility of having his 
instructions misinterpreted by the as- 
sistant when passing them on to the 
subordinates in the department. There 
is always the possibility, of course, 
that the subordinates will play the 
head of the department against his 
assistant or that the subordinates may 
receive confusing or conflicting in- 
structions from the two men. In 
addition, it practically commits an or- 
ganization to the appointment of the 
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assistant as the next head of the de- 
partment, even though he has not 
measured up, or a more likely candi- 
date has appeared on the scene in the 
meantime. Also, the appointment of 
an assistant or second-in-command 
may prove very discouraging to other 
senior Officials in the department who 
were willing to put their best foot for- 
ward as long as they could see the 
possibility of being appointed to the 
top position. 

Under normal circumstances, it is 
well to think twice about appointing a 
second-in-command in a department 
or division of a company except in the 
following two situations: 

(a) When a successor for the top 
position has been selected and it 
is wished to groom him for this 
spot. 

(b) When the department head is re- 
quired by the nature of his work 
to be away from his office for a 
considerable portion of his time 
or to spend a substantial amount 
of his time on extra-curricular 
activities. 


Other Considerations 

In applying any of the principles 
outlined above, there are a number of 
factors that should also be taken into 
consideration. 


The first of these is the size of the 
company. The larger the company 
the more likely it is that its opera- 
tions will be decentralized and the 
more formal and clearly defined its 
lines of authority and communication 
will have to be. 

The second is the stage of the com- 
pany’s growth. Most companies in 
their early stages adopt the functional 
plan of organization in which all 
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major functions are headed by a senior 
executive reporting to the chief execu- 
tive of the company. As the company 
grows older and larger and as its per- 
sonnel becomes more _ experienced, 
there is a tendency towards greater 
delegation of authority and the form- 
ing of divisions in some operations. 


An accurate assessment of the 
strengths and weaknesses of a com- 
pany’s key personnel is an extremely 
important consideration and can affect 
materially the success or otherwise of 
a company’s plan of organization. In 
many instances, theoretical considera- 
tions have to give way to the more 
practical question of how much re- 
sponsibility a given individual can 
assume, the extent to which different 
individuals’ strengths complement 
each other and the way in which they 
can work together most effectively. 


The nature of a company’s competi- 
tion will sometimes influence its or- 
ganization — structure, __ particularly 
where decisions have to be made on 
the spot by local management, such as 
meeting price cuts by its competitors. 


It will be quite obvious from the 
foregoing discussion of some of the 
more important considerations enter- 
ing into the development of a sound 
plan of organization that there is noth- 
ing particularly profound or technical 
in the subject. Organization planning 
is largely a matter of common sense 
helped along by a knowledge of when 
to follow the rules and when to devi- 
ate from them. While the circum- 
stances surrounding apparently similar 
organization problems will always 
vary somewhat, observance of the few 
commonsense guides outlined above 
will greatly improve the chances of 
finding the best solution. 
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THE CHAIN of business transactions 
and activities in every enterprise be- 
gins with the procurement of ma- 
terials, supplies or services. In most 
trading and manufacturing concerns, 
materials are a major factor in the 
cost of the product and consequently 
the profits of the company. The 1959 
survey of over 1,000 members of the 
Canadian Manufacturers Association 
across Canada revealed that direct 
product materials constituted over 51% 
of all costs — including salaries, 
wages, rent, depreciation and adver- 
tising. This relationship covers only 
materials going into the product being 
sold and does not include shop and 
factory supplies, tools, stationery, ad- 
vertising materials and expenditures 
of a capital nature which would norm- 
ally come under the purchasing de- 
partment’s responsibility. 

The increasingly competitive market 
conditions in Canada are contributing 
to the growing recognition that an ef- 
fective purchasing department can fre- 
quently make a greater contribution to 
profits than can be effected by almost 


any other factor. In Canada this 
recognition has lagged behind de- 
velopments in the United States where 
high organizational status, centralized 
responsibility and proper salary scales 
have all contributed to productive 
purchasing operations. The National 
Industrial Conference Board reported 
that 72% of 280 U.S. manufacturing 
companies had the purchasing depart- 
ment manager report direct to the 
president or senior vice-president. To 
be effective, this major function must 
coordinate with, and not be subordin- 
ate to, sales, engineering and produc- 
tion. 


Development of Purchasing 


In the first phase of development, 
purchasing was regarded as just an- 
other task to be performed by depart- 
ment heads, foremen, master mechan- 
ics, or whoever happened to need ma- 
terials and supplies. The selection of 
a favourite brand or a certain quality 
was a matter of individual preference 
with little or no negotiation concern- 
ing the price to be paid. The tend- 
ency was to have plenty on hand and 
to be able to obtain more when need- 
ed. At this stage, purchasing was car- 
ried out indiscriminately and policies 
and programmes for economic pur- 
chasing were entirely absent. In the 
second phase, purchasing was recog- 
nized as a step in the production pro- 
cess and handled as a subordinate ac- 
tivity of the production department. 
The duties assigned consisted of plac- 
ing purchase orders as directed, 
checking the receipt of materials 
against these orders, matching up in- 
voices to suppliers’ orders and approv- 
ing adjustments of prices. The im- 
provement in the development at this 
point consisted mainly of systematiz- 
ing the buying procedure, collecting 
vendors’ catalogues for reference pur- 
poses and centralizing the interview- 
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ing of all salesmen, with the emphasis 
being primarily on procedure. 

This position of minor executive au- 
thority, subordinate to the produc- 
tion department’s primary activity, 
represented the most advanced status 
of the purchasing agent at the begin- 
ning of the present century. However, 
the increasing complexities of modern 
distribution, mass production and 
large scale organization led to the final 
phase of truly centralized purchasing 
as a separate functional responsibili- 
ty, independent of production jurisdic- 
tion. Under the direction of a re- 
sponsible executive, having _ this 
function as his primary interest, pro- 
cedure is considered as a means of 
implementing an established purchas- 
ing policy. Price consciousness is 
balanced against quality, quantity, 
service and timing of deliveries and 
culminates in the greatest ultimate 
value being obtained for purchasing 
expenditure. 

Some years ago approximately 25% 
of the industrial purchasing agents of 
the United States reported to produc- 
tion executives. According to a re- 
cent survey this has been reduced to 
10% and 70% of purchasing agents now 
report to either the vice-president of 
administration, executive vice-presi- 
dent or the president. 


Centralized Purchasing 


Centralizing the responsibility and 
authority for purchasing in one office 
requires that the organization prin- 
ciple of specialization be embraced 
and supported as a management 
policy. In medium to large-sized 
companies, this function not only oc- 
cupies the full time of an executive 
in charge, but may require the ser- 
vices of a busy and well-staffed de- 
partment including buyers, stenogra- 
phers, clerks and various specialists. 
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The concentration on purchasing ac- 
tivities by the staff of one department 
develops specialized knowledge and 
skills that usually result in more effi- 
cient procurement. It relieves depart- 
ment heads, managers and superin- 
tendents from detailed buying 
responsibilities. Better control is af- 
forded as a result of isolating the mat- 
erial factor and having one person, 
who is responsible to top management, 
concentrate his attentions on this ma- 
jor element in the cost of products. 
Finally, the centralizing of the routine 
work of supplier interviews and cler- 
ical paper work results in more econ- 
omical handling through standardiza- 
tion and modern systems and proced- 
ures. 


Stuart Heinritz' sums up the funda- 
mental objectives of centralized pur- 
chasing for a manufacturing industry: 


1. To maintain continuity of supply 
to support the manufacturing 
schedule. 


To do so with the minimum in- 
vestment in materials inventory 
consistent with safety and econ- 
omic advantage. 

3. To avoid duplication, waste and 
obsolescence with respect to ma- 
terials. 


4. To maintain standards of quality 
in materials based on suitability for 
use. 

5. To procure materials at the lowest 
cost consistent with the quality 
and service required. 

6. To maintain the company’s com- 
petitive position in its industry and 
to conserve its profit position so far 
as material costs are concerned. 


Purchasing efficiency in institutional 
and governmental administration is 


to 





1 “Purchasing Principles and Applications” 
Stuart F. Heinritz. 


> 
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designed to make the material dollar 
go farther, thereby either reducing 
the necessity of raising additional 
funds by taxation or releasing avail- 
able funds for an extension of ser- 
vices. 


Organization for Purchasing 

In most concerns where material 
is an important part of the company’s 
product, the function receives a place 
in top management along with sales, 
production and administration. This 
is particularly true in such industries 
as leather and soap where the pur- 
chasing of hides, fats and oils con- 
stitutes a major activity which may 
even influence the products which the 
company intends to market. Since cen- 
tralized purchasing envisages the pur- 
chasing agent having executive and 
policy-making status, the trend today 
is for him to report to the president 
or to a vice-president divorced from 
production. Reporting to the vice- 
president in charge of administration 
reflects the service activities involved 
and ensures the independent execu- 
tive status that is essential in order to 
make an overall contribution to the 
good of the company. 

The purchasing head is becoming 
recognized as an authority, not only 
on material market conditions and 
price trends, but also on general 
economic conditions in industry. Hav- 
ing direct contact with top manage- 
ment, the purchasing department head 
has access to advance information 
which enables him to alert his depart- 
ment to future changes, thereby saving 
ing valuable lead time. His judgment, 
combined with an opportunity to ap- 
ply it at the proper organizational 
level, makes the company, as a whole, 
more flexible in the face of changing 
economic and marketing conditions. 

As a purchasing department staff 
grows beyond one man and possibly 
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a clerical assistant, a more systematic 
organization and delegation of respon- 
sibility becomes possible. Of the 
several possible bases of classification 
that may be used in dividing the pur- 
chasing responsibility, such as service 
to a particular operating department 
or product division, the most satis- 
factory arrangement is a clear-cut as- 
signment of specific commodities or 
commodity groups. This entails keep- 
ing related items together as far as 
practicable and every regularly pur- 
chased item coming within the res- 
ponsibility of a particular buyer. The 
purchasing agent finds that his duties 
become more and more administrative 
and policy-making as the department 
grows, and he tends to grow away 
from the actual buying. He usually 
retains, as his own responsibility, the 
purchasing of certain key commodities 
or principle product ingredients. 


The clerical activities of the pur- 
chasing department are important and 
constitute a large volume of paper 
work from the processing of a pur- 
chase request to the receipt of ma- 
terials and accounting for the expendi- 
ture. In addition, reliable records and 
record files must be kept to support 
the purchasing programme. 


Systematic, prompt and accurate re- 
cording is essential. The issuance of 
a purchase order not only commits the 
company to an expenditure of funds, 
but is the document on which it de- 
pends for supply of much needed ma- 
terials. 


As plant operations are expanded 
and dispersed to various areas across 
Canada, the centralized purchasing 
department is presented with a prob- 
lem of control and coordination. With 
this type of organization there is usual- 
ly limited decentralization of purchas- 
ing under the policy and procedures 
of head office. The policy adopted at 
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head office must also be applied at 
the various plants to combat the 
natural tendency for plant superin- 
tendents to want to operate with few 
restraints and controls. 


In the Business Record of June, 
1956, published by the National In- 
dustrial Conference Board, 212 manu- 
facturers were surveyed regarding the 
drift towards geographic decentraliza- 
tion of purchasing. The companies re- 
ported that they relied principally on 
the internal auditor to assure them of 
sound financial practice and adherence 
to company and purchasing policies 
and procedures. 


Policies and Procedures 

Management should establish sound 
policies for the control of expenditures 
for materials, supplies and_ services 
and develop procedures to carry out 
these policies. Included in these poli- 
cies should be a statement concerning 
the interest of officers and employees 
in the suppliers’ businesses. Other 
matters which should be covered are 
the procedure to be followed for ob- 
taining competitive bids as well as 
the company’s attitude towards buy- 
ing locally, in Canada and from as- 
sociated companies. There are many 
internal matters to be covered which 
govern the inter-departmentai_rela- 
tionship and the internal operations 
of the purchasing department itself. 


In order not to place their purchas- 
ing agents and buyers under special 
obligation to any supplier, many en- 
lightened companies today have en- 
dorsed a policy stating that their pur- 
chasing staff is not to accept gifts or 
excessive entertainment from sup- 
pliers’ salesmen. Without a prohibitive 
or restrictive policy governing this im- 
portant area, the receipt of a gift, usu- 
ally at the Christmas season, can cause 
intimidation and at best is a handicap 
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to the friendly, yet “arm’s length’, 
basis which must characterize the rela- 
tionship between buyer and seller. 


A most damaging side effect is the 
envy and friction it causes among 
members of the purchasing depart- 
ment staff. An American Management 
Association Survey at the end of 1955 
revealed that, among purchasing 
agents surveyed, one third had estab- 
lished a definite policy against accept- 
ing Christmas gifts of any type from 
suppliers. Most purchasing agents con- 
sidered Christmas gifts in business a 
nuisance. 


Another important policy to be 
covered is the matter of purchasing 
for employees. This type of transac- 
tion disrupts the standard handling of 
company business, resulting in addi- 
tional accounting, delivery, billing and 
collecting problems. It is an undesir- 
able practice and the purchasing de- 
partment requires a management 
directive in order to control it. 


To enable departments to allow the 
purchasing function the desired time 
to consummate the most advantageous 
transaction for the company, an up- 
to-date list of lead times needed for 
requisitioning materials should be 
published. While the purchasing de- 
partment must recognize that rush or- 
ders occasionally cannot be avoided, it 
should report to management any 
growing trend in the frequency in 
order to pin point areas lacking proper 
organization and planning. 


The release of a production pro- 
gramme, preparation of bills of ma- 
terial and the issuing of a purchase 
requisition is usually the first link in 
the chain of purchasing transactions. 
The requisition must be properly ap- 
proved. To assist the purchasing de- 
partment to judge the validity of the 
approval, it should receive a list of 
personnel of every department who 
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are authorized to requisition and the 
acceptable financial limits. Requisi- 
tions for the acquisition of capital as- 
sets should be compared with budgets 
or passed and approved by the budget 
director before action is taken. From 
the budgetary control point of view, 
it is at this stage when the expendi- 
ture should be screened, that is, prior 
to the company being committed to 
purchase. 


Securing of Bids 


The most definite policies, systems 
and procedures in the whole purchas- 
ing operation are normally concerned 
with the securing of bids and selec- 
tion of the vendor. Here is where 
company funds are exchanged for the 
best material value obtainable. Ven- 
dor card files and suppliers’ directories 
are utilized, and an enquiry should be 
sent to several suppliers for written 
quotations. Usually if a supplier is 
repeatedly the highest bidder, his 
name is removed from the enquiry 
list and another supplier is added. 
From the replies received, the prices 
are usually summarized on a bid 
record by the clerical staff for the 
buyers’ recommendation. 


The next logical step in the proced- 
ure is the issuing of the purchase or- 
der. It must be complete in every 
detail, and the practice of placing or- 
ders asking the suppliers to “Advise 
Prices” should be discouraged. The 
purchasing department, with the as- 
sistance of traffic specialists, must 
route the goods the most economical 
way to arrive at the plant prior to the 
time when the goods are required. 
The order follow up and handling of 
adjustments with vendors are part of 
the procurement procedure. In many 
companies, the selling of salvaged, 
surplus and obsolete materials is dele- 
gated to the purchasing department 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1961 


since it is familiar with the possible 
users and the market prices. 


Reporting to Management 


The final step in the purchasing 
function is to report essential infor- 
mation to management. This should 
cover the current business situation, 
services performed by the department 
and costs of these services. Current, 
useful and concise information given 
to management at regular intervals 
will create a better understanding and 
a greater appreciation of this import- 
ant activity. In preparing these re- 
ports, the head of the purchasing 
function is bound to learn a great 
deal more about the operation of his 
own department than if no reports 
were prepared. The analysis required 
to prepare a report to fulfil the desir- 
ed objective should result in a more 
efficient department and a broadening 
of the perspective of personnel par- 
ticipating in preparing it. 

In normal business operations, the 
purchasing manager is in frequent 
contact with top management and dis- 
cusses a great deal of current infor- 
mation. Consequently it may be said 
that, to a degree, the purchasing de- 
partment is rendering a report. In the 
small, closely-knit organization where 
this personal contact with top manage- 
ment is frequent, oral reporting may 
be sufficient. Written reports, how- 
ever, provide management with a 
clear picture of the overall purchasing 
operation, offer the opportunity to 
study in detail any particular section, 
enable any portion to be referred to 
other departments and provide a 
record for future reference. The for- 
mal written report may be supple- 
mented by either oral or interim re- 
ports. 

The frequency of reports is an in- 
dividual matter, the period being 
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selected to best accomplish the objec- 
tive. The annual report tends to- 
wards a review of the past, leaning 
heavily on statistics, while the weekly 
report may become a routine matter, 
develop a fixed pattern and lose its 
original value because of its fre- 
quency. Apart from special reports 
that may be prepared at any time, the 
monthly interval lends itself to careful 
preparation and analysis and there- 
fore is usually more thorough and bet- 
ter related to current recorded finan- 
cial information. 


Categories of Information 


The types of information of most 
interest to management are: 


1. Purchasing Department Operating 
Costs 


This report would compare actual 
monthly and cumulative expenses 
to the budget. Proper evaluation 
of this information depends upon 
a report of the volume of pur- 
chases made as well as the pur- 
chasing executive’s remarks con- 
cerning deviations from the bud- 
get. 


Dollar Value of Purchases 


This would include comparisons 
with past periods and past years, 
with statistics such as the number 
of purchase orders, average pur- 
chase order value and number and 
value of rush orders. 


bo 


3. Waste, Scrap, Salvage Disposal 


A summary of the original cost, 
book value and the amount realiz- 
ed from the waste of scrapping of 
materials and the salvage of used 
equipment. This draws attention 
to the possibility of preventing 
losses through the careless hand- 
ling of material and equipment. 


351 


4. Cash Discounts 


Included in this report should be 
a summary of the cash discounts 
that have been negotiated with a 
comparison to the actual cash dis- 
counts taken. A useful compari- 
son may be made against similar 
periods last year, as well as the 
amount budgeted. This statement 
could alert management to prob- 
lems in its money supply and serve 
as a warning system if payment 
procedures in accounting are in- 
effective. 


5. Inventory Variation and Turnover 


Assuming that the purchasing de- 
partment has direct control of in- 
ventories or maintains partial con- 
trol through consultation with pro- 
duction, a summary of inventories 
by plant or division could be de- 
vised to show management the 
trends and variations at a glance. 
As important as the dollar value is 
the rate of turnover indicating 
whether or not inventories are ac- 
tive. 


6. Work Analysis of the Department 


A useful report is a summary and 
analysis of the work processed by 
the department. Included therein 
could be the number of purchase 
orders issued, average value, num- 
ber of rush orders and possibly the 
tabulation of the number of or- 
ders for value of, say, less than $25. 
This type of analysis points to un- 
economic practices such as the 
high proportion of small purchase 
orders. 


7. Written Analytical Summary 
This report should explain and in- 
terpret the figures. Major internal 
organization problems as well as 
external problems of coordination 
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should be included. The informa- 
tion concerning future market 
trends of major items should be 
covered and possible weaknesses in 
material supply through strikes 
and other world conditions. Final- 
ly, it should include recommenda- 
tions concerning how the purchas- 
ing department can increase its ef- 
ficiency through changes in poli- 
cies and procedures. 


Conclusion 

In the foregoing, the endeavour has 
been made to briefly outline the pur- 
chasing function; its development over 
the years, including internal organiza- 
tion, effect on company organization, 
policy and procedures; and finally its 
reporting responsibilities. No attempt 


has been made to describe the sophis- 
ticated techniques and the many use- 
ful programmes in which the purchas- 
ing staff participates to contribute to 
the growing respect and the apprecia- 
tion of the function. The depart- 
ment’s role in company public rela- 
tions, its timely information to sales 
regarding competitors’ plans and as- 
sistance to the financial executive to 
ensure good internal check and con- 
trol, characterize a_well-conducted 
and effective purchasing function. In 
the next few years we should see 
many more Canadian companies re- 
placing outmoded buying methods by 
a profit-making department vested 
with full authority for procurement, 
and headed by a competent, trained 
executive, placed on an equal footing 
with any other company executives. 


Individual Effort Needed 


Let us make sure that our educational resources are both ade- 
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quate to the demands that will be made upon them and utilized to 
the best advantage. There is unquestionably need for more intensive 
programmes of vocational training than have yet been attempted in 
any province. We know that there are many thousands of jobs going 
begging in Canada today for no other reason than that there are too 
few people with the necessary education. 

Even when we have improved the educational level of working 
Canadians, we are still not going to be able to guarantee every man 
and woman the kind of job they would like, at the wages and working 
conditions they would like, at the place they would like. Individual 
effort, individual determination, individual initiative still matter as 
much today as they ever did. 

—T. R. McLagan, O.B.E., The President’s Ad- 
dress, 90th annual meeting C.M.A. 
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Effective Organization for 


Professional Practice 


THE LITERATURE OF organization pays 
scant attention to the problems of a 
partnership. If unincorporated busi- 
nesses are mentioned at all, it is usual- 
ly in a derogatory sense with the im- 
plication that such a form of organiza- 
tion is a vestige from mediaeval times, 
or that it is limited to concerns which 
are too small to have organization 
problems. Nevertheless, many profes- 
sional partnerships today are not 
small, and their business success is 
attributable largely to the develop- 
ment of an effective response to the 
challenge of increasing size. 

The old adage that “a partnership 
is a poor ship to sail in” contains 
much truth if a partnership tries to 
behave like a large committee before 
whom all matters, regardless of size 
or importance, must be threshed out 
and collectively resolved. The op- 
posite approach can be equally fatal, 
that is, the concept of a group of sole 
proprietors who are merely sharing 
common office space and _ services. 
Carrying on a business in common 
does not guarantee unity of purpose, 
and if either of the above-mentioned 


1“Large” must be considered in a relative 
sense in this case. A public accounting 
firm comprising over 100 people including 
principals, graduate staff members and 
students may be considered large because 
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fallacies are adhered to, nothing will 
save the business from disintegration. 
But partnerships need not exhibit 
these symptoms of business pathology, 
weaknesses to which this form of or- 
ganization appears to be especially 
prone. The principles of sound or- 
ganization are as readily available to 
a partnership as to any other group 
of individuals who must work to- 
gether and be dependent upon one 
another for the achievement of the 
goals and the satisfaction of the needs 
of each. 


Organization Theories 

Before considering the application 
of organizational techniques to a 
“large”! professional firm in general, 
and a public accounting practice in 
particular, we should perhaps review 
the current controversy which has 
produced a spate of books and 
articles in recent years on organi- 
zation theory. Briefly, the debate 
centres around the adequacy of tra- 
ditional views of direction and control 
as compared with the newer concept 
of “participative management” which 


the average unit in the profession is much 
smaller; a commercial or industrial concern 
with only 100 officers and employees, on 
the other hand, would obviously be re- 
garded as a small business. 
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attempts to avoid some of the un- 
desirable consequences of emphasis 
on personal authority. Conventional 
organization principles are attacked 
on the grounds that they are based 
on models (e.g. the army or the 
Catholic Church) which bear little 
resemblance in either purpose or 
methods of operation to modern busi- 
ness organizations. 


There is undoubtedly much truth in 
these charges. In the past, the rules 
governing unity of command, the 
matching of authority with responsi- 
bility, the distinction between line and 
staff positions, and the absolute num- 
bers which can come under a given 
span of control have been propound- 
ed with all the finality of “the law of 
the Medes and Persians which altereth 
not’. Research into human nature 
and human behaviour has demon- 
strated that many of the assumptions 
on which these rules are based are 
simply untrue. On the other hand, 
the newer theory of “participative 
management” appears to have been 
successful in disclosing the weaknesses 
of traditional principles without pro- 
ducing a completely workable sub- 
stitute. For example, there is simply 
insufficient time in the average work- 
ing day for every manager to attempt 
to create the ideal level of “motiva- 
tion” in each one of his subordinates 
while trying to cope with what lies 
clearly at hand. Certainly, recognition 
of management’s dependancy down- 
wards would benefit some autocrats, 
but very few autocrats exploit their 
employees or wilfully mistreat them.’ 


Without wishing to take sides in 
this controversy, the writer thinks that 
the application of traditional organi- 


2 See “The Case for Benevolent Autocracy” 


by R. N. McMurray, Harvard Business Re- 
view, January-February, 1958. 


zation theory in a given case is of 
value if for no other reason than the 
organization clarification which it 
produces. This viewpoint is well 
presented in a recent book on the ap- 
plication of psychology in business 
wherein it is stated: “a theory is only 
a tool, and it does not really matter 
whether it is right or wrong as long 
as it helps men to understand things 
a little better than they could have 
before the theory existed”.* Both 
schools would probably agree that 
nothing creates poor morale and an- 
xiety in employees as much as does 
uncertainty with respect to the firm’s 
plan and policies, their supervision, 
their duties, their authority, or their 
future prospects with the firm. Accord- 
ingly, any tool or analytical method 
which promotes an understanding of 
these matters cannot fail to be of 
benefit. In fact, it may be stated ca- 
tegorically that until an organization 
has been defined, it cannot be per- 
fected. Accepting this premise, we 
may now consider an appropriate or- 
ganizational outline for the unit un- 
der study. 


Growth of Specialization 

An organization does not grow of 
its own accord as the business grows, 
like the hide of an animal which au- 
tomatically expands to fit the form it 
encloses. At some point of transition 
from small to large, a critical stage 
is reached in organizational proce- 
dures. Most frequently, the firm at- 
tempts to struggle along under its 
former cloaks of authority with the 
mistaken assumption that it has be- 
come simply a larger version of the 
concern it was five or ten years ago. 
The senior partners of the firm, who 





3 §. W. Gellerman, “People, Problems & Pro- 
fits” McGraw-Hill Book Company, Inc., 
1960, p. 38. 
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may have grown up in the practice, 
may know of only one procedure: 
direct personal control of all activities. 
The intensifying conflict of the de- 
mands for internal administration and 
the provision of direct and personal 
service to clients can lead to nervous 
collapse on the part of the principals, 
grumbling and dissatisfaction on the 
part of the badly managed working 
staff members and, needless to say, a 
deterioration in the quality of client 
service. 

If a serious study of the problem 
is made at this point, it will become 
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evident that there is a natural dicho- 
tomy in the activities of the firm be- 
tween (a) the conduct of professional 
services on behalf of clients and (b) 
the maintenance of the routine office 
services behind this personal contact 
with the client, services which are 
necessary for the effective conduct of 
any professional practice, regardless 
of size. The basic difference, then, 
between a large and small practice 
is the degree of functional specializa- 
tion which must be assumed in each 
case. 

In the large firm, the subordinate 
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Figure 2. CLIENT SERVICES DIVISION 


activity (internal services) can no 
longer remain a part-time function of 
some or all of the principals, but 
should, for maximum efficiency, be- 
come the full-time occupation of 
functional specialists. Even in the 
area of client service alone, specializa- 
tion, as a little reflection will show, is 
the key to maximum efficiency and 
minimum cost. With the growth of 
the firm, there will be a trend for 
men to follow their special inclina- 
tions and aptitudes and more and 
more to devote themselves to a spe- 
cific area of practice. This can be 
of inestimable value provided all 
members of the organization will avail 
themselves of one another’s time and 
skill. In fact, it is the key to getting 
an engagement done properly with 
the expenditure of the fewest possible 
hours. This does not mean that there 


will not be a great many typical 
projects which all chartered account- 
ants will be able to handle with com- 
petence, but it is a matter of course 
that any specialist through years of 
application becomes more and more 
proficient in his particular branch. 


Key Positions 

The basic dichotomy is shown in 
figure 1 which provides for a respon- 
sible chief for each of the main acti- 
vity divisions. The management com- 
mittee does not usurp the policy- 
making authority of the partners as 
a group but represents, as in the 
case of the board of directors of a 
limited company, the supreme au- 
thority responsible for seeing that the 
policies of the firm are carried out in 
accordance with the wishes of all or 
a majority of the members of the 


1 
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firm. Below this committee, the heads 
of the internal and client services 
divisions constitute the executive di- 
rection required for carrying out 
policies. This is the “administrative” 
function, or the conversion of policy 
into practice. As in the case of an 
industrial organization, each division 
may be organized into a framework 
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of departments responsible for the 
conduct of certain procedures or func- 
tions. A typical organization within 
each division is illustrated in figures 
2 and 3 showing the functional staff 
advisers and the principal subordin- 
ates together with the relevant activi- 
ties entrusted to each. 


It is almost essential that the two 
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division heads be partners of the firm 
so that they can attend all partners’ 
meetings and maintain close contact 
with the wishes of the partners. The 
subordinates of the director of internal 
services, however, need not be part- 
ners of the firm; in fact, there are 
some obvious advantages in having 
a non-partner or even someone other 
than a public accountant as office 
manager. This is because the office 
manager in a large public accounting 
firm is involved in duties and activities 
which vary only slightly from those 
in an industrial and commercial con- 
cern, and it is a waste of talent and 
money to tie up a partner with rou- 
tine matters which can be competent- 
ly handled by someone without the 
specialized public accountant’s train- 
ing or experience. Another factor is 
that a public accountant who is ac- 


Title: DIRECTOR OF CLIENT SERVICES 
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customed to pass careful and deliber- 
ate judgment on a limited number of 
transactions in the course of an aver- 
age audit is not particularly suited 
to the rapid processing of data, which 
is the key to efficiency in modern 
business offices. 

In selecting the people who are to 
fill the key positions of directors of 
each of the divisions, care should be 
taken to ensure that the apparent 
prestige attached to each slot does 
not blind the incumbents to the 
weight of their responsibilities and 
duties. To adequately fulfil the de- 
mands of their positions requires 
extremely capable and dedicated indi- 
viduals who will provide a_ high 
degree of personal leadership. This 
is perhaps best illustrated by quot- 
ing typical job descriptions for the 
positions in question (see below): 


Functions: To plan, direct, coordinate and control all the activities of the firm relating 
to services rendered to clients in each and every branch or functional department 
of the firm; to promote and develop research in new techniques and standards in 
the conduct of professional services; to promote goodwill and friendly relations with 
other professional firms, the business community and the public at large. 


Relationships 
Management Committee 


Responsible to and takes direction from the management committee. 


Director of Internal Services 


Takes functional guidance and assistance with respect to billing rates, statistical or 
financial reports, budgets and other matters within the jurisdiction of the director 


of internal services. 

Public Relations Coordinator 
Research Coordinator 
Personnel Manager 

Planning Coordinator 


Directs the above and, when appropriate, consults with them on matters af- 
fecting the activities within the scope of their particular functions. 


Responsibility and Authority 


Within the limits of firm policy and the authority delegated to him by the manage- 
ment committee, the director of client services has the necessary authority to ac- 


complish duties as follows: 
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Maintain effective supervision over the activities of the audit staffs and other 
Ensure that the actions of his division and the personnel under his direction conform 


Maintain communications with all branch partners, visit them periodically, and 
ensure that they are kept constantly aware of all matters relevant to the effectiveness 


Encourage and assist each and every partner, in consultation with the planning 
coordinator, to plan his own activities and those of the staff under his direction for 
a reasonable period in advance with a view to (a) minimizing non-chargeable or 
overtime and (b) promoting the optimum utilization of the human resources of 


Maintain, in consulation with the audit partners and the personnel manager, the 
requisite number of staff members (students-in-accounts and chartered accountants ) 
in all branches consistent with an equitable distribution of the work-load among 


Develop, in consultation with the personnel manager, sound personnel policies and 
procedures for the firm with a view to establishing good employee relations and 


Keep abreast of new developments in professional practice and, in consultation 
with the research coordinator, take all necessary action to promote and develop 


Cooperate with the director of internal services in the preparation of an annual budget 


Approve or determine in consultation with the audit partner concerned, all fee quota- 
tions given in connection with new engagements, or as a result of negotiations with 


Ensure that a flow of information among all partners of the firm, and between 
various levels within staffs, is carried out in the simplest and most direct manner. 


Promote and encourage all activities, consistent with the highest standards of pro- 


i. 

specialized functional departments engaged in rendering services to clients. 
2 

in all respects to firm policy. 
3. 

of the job they are to do. 
4, 

the firm. 
5: 

the various staffs of the firm. 
6. 

promoting the efforts and abilities of individual members of the staff. 
a 

research in new techniques and standards in the conduct of client services. 
8. 

for the firm, and in the determination of standard billing and cost rates. 
9. 

a client on an existing engagement. 
10. 
Th, 

fessional ethics, as will tend to extend the scope of the firm’s services. 
12. 


Maintain friendly relations with other professional firms and, in consultation with 
the public relations coordinator, conduct such activities as will enhance the prestige 
of the firm and promote goodwill among the business community and the public at 
large. 


The above responsibilities and du- 
ties are not necessarily all-inclusive 
and would require amendment to fit 
the precise requirements of a given 
firm. They are sufficient, however, to 
indicate the extensive scope of the 
position in question. 

Similarly, the job description for 
the director of internal services might 
be specified in the manner shown on 
page 360. 

Space does not permit in an article 


of this nature a detailed description 
of the subordinate positions in each 
division. The job titles are reason- 
ably self-evident, although some ques- 
tion may arise concerning the neces- 
sity for a public relations coordinator. 
Obviously, a professional firm does 
not indulge in the sales promotion ac- 
tivities permitted to an industrial or 
business concern, but it is realistic to 
state that every firm, regardless of 
size, has a “corporate image” in the 
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Title: DIRECTOR OF INTERNAL SERVICES 


Function: To provide for the creation and maintenance of accounting and statistical records 
requisite to the firm’s affairs and the safeguarding of its assets; to provide periodic 
financial, accounting and statistical reports as required to meet the firm’s needs; 
to maintain efficient services in connection with the editing and review of all reports, 
financial statements and other submissions to clients; finally, to plan, direct, co- 
ordinate and control all internal services and activities of the firm in accordance 
with the basic policies established and the authority delegated to him by the man- 
agement committee. 


Relationship 


Management Committee 
Responsible to and takes direction from the management committee. 


Director of Client Services 


Gives functional guidance and assistance to, and coordinates and cooperates with, 
in all matters of mutual concern. 


Manager, Report Editing and Statement Review Section 


Office Manager 
The director of internal services may delegate to the above appropriate portions of 
his responsibilities together with the authority requisite for their fulfilment, provided 
that he may not relinquish his overall responsibility and accountability for results. 


Responsibility and Authority 


Within the limits of firm policy and the authority delegated to him by the man- 
agement committee, the director of internal services has the commensurate authority 
to accomplish his duties as follows: 


1. Supervise and direct the activities of the manager of the section concerned with 
editing and review of all statements and reports of the firm before release to 
clients with a view to eliminating all errors of whatever nature and ensuring 
that the format conforms with the standards of presentation adopted by the firm. 


re) 


Maintain, in consultation with the office manager, effective timekeeping, account- 

ing, payroll, stenographic and other office services for the firm. 

3. Prepare at least annually a budget covering anticipated income and expenses of 
the firm for the purposes of exercising financial control and developing accurate 
billing rates. 

4. See that regular comparisons are made between budgeted and actual performance, 
and point out any conditions requiring correction or any significant variation from 
budgeted performance. 

5. Review and revise as required each year, in consultation with the director of 
client services, the standard rates to be used for billing and internal costing pur- 
poses. 

6. Exercise overall approval with respect to all cash disbursements of the firm. 

7. Establish and maintain safeguards over the assets of the firm including effective 
internal controls, adequate insurance coverage against all anticipated risks and an 
appropriate division of duties among subordinates. 

8. Analyze and appraise regularly and systematically the effectiveness of all activi- 

ties within his division, see that firm policies are observed, and take prompt cor- 

rective action as required. 
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eyes of its clients and the public at 
large. The duties of the public rela- 
tions coordinator are to promote a 
favorable image within the limits of 
professional ethics by such means as 
(for example) encouraging participa- 
tion by the firm in professional and 
business conferences and conventions, 
promoting the writing and publication 
of articles for professional journals 
and business papers, and other activi- 
ties designed to keep the firm name 
before the public. 

The scope of the planning coordi- 
nator’s position was outlined in con- 
siderable detail by the author in an 
article which appeared in The Cana- 
dian Chartered Accountant some time 
ago and need not be restated here.* 


Conclusion 

The foregoing outline has assumed 
a certain stage in the organizational 
development of a firm, that is, the 
transition from no formal organization 
at all to a centralized functional or- 
ganization. With continued growth, 
a greater degree of divisionalization 
(and possibly decentralization) than 
has been indicated in the above plan 
might prove to be appropriate. It 
should be noted also that few existing 
businesses provide pure examples of 
functional or divisionalized organiza- 
tions. A framework or plan has to be 
amended in varying degrees to ac- 


commodate the particular talents of 
the personnel involved or the limita- 
tions of communication between of- 
fices that are widely separated geo- 
graphically. But the techniques of 
organization planning are available 
to any concern, regardless of its legal 
status, and no partnership needs to 
suffer from the organizational weak- 
nesses common to so many businesses 
if it chooses to seek out a solution. 


Contrary to popular belief, a formal 
organization is not a straight-jacket 
which stifles initiative and frustrates 
the growth of a concern. Rather it is 
a medium which should enable all the 
individuals associated with a large 
firm to work together as effectively 
as they would work alone. In fact, 
if properly conceived and executed, 
it produces an entity the whole of 
which is greater than the sum of its 
parts. No better statement of this 
phenomenon has been expressed than 
the following extract from an address 
delivered by the late Dr. H. A. Hopf: 


“That a business cannot permanent- 
ly occupy levels of effectiveness high- 
er than those clearly determined by 
the capacity of its executives is self 
evident, but it is not generally under- 
stood that the influence of superior 
organization upon the accomplish- 
ments of mediocre executives can 
raise the enterprise to heights not 
otherwise attainable.”® 





*“Planning in a Public Accountant’s Office”, 
CCA, October 1959. 

5 Address delivered to a joint meeting of the 
Montreal branch of the Engineering Insti- 
tute of Canada, The Montreal Personnel 
Association, the Chartered Institute of Se- 


cretaries, The Society of Chartered Ac- 
countants of the Province of Quebec and 
the Canadian Society of Cost Accountants 
& Industrial Engineers, published in The 
Engineering Journal (Canada), December, 
1937. 








GATT and Canada’s Trade Position 


Canapa and its trading partners face 
a variety of important international 
problems in the field of commercial 
policy. Some of these are relatively 
new and spring from the establish- 
ment of regional trade groupings; 
others, like the persistence of special 
barriers to trade in agricultural prod- 
ucts, are of long standing but have 
taken on different dimensions as the 
international environment has evolv- 
ed; still others reflect the pressing 
needs of the less developed countries 
to increase export earnings in order 
to help in the financing of their de- 
velopment. 


It is primarily in the GATT — the 
General Agreement on Tariffs and 
Trade — that topical trade matters 
such as these are debated and efforts 
made to find solutions which carry the 
judgment of the international trading 
community. In a period of movement 
and dramatic change in world trading 
relationships, it is useful to recall what 
the GATT is not, as well as what it 
is, and to weigh Canada’s stake there- 
in. It is also timely to examine how 
the General Agreement has weathered 
the postwar years and what is being 
done to meet the challenges of the 
1960's. 


Sometimes GATT is criticized for 
being a kind of supranational trade 


J. H. WARREN 


authority which, from the remoteness 
of Geneva, gives gracious permission 
to competitor countries to disregard 
established trade rules, to the disad- 
vantage of our exporters and _pro- 
ducers, while preventing Canada from 
taking sensible and constructive meas- 
ures to enhance the welfare of domes- 
tic industry. This is, of course, far 
from the truth. On occasion the small 
GATT secretariat may informally pro- 
pose some course of action, but it is 
invariably the member countries — 
known as the contracting parties — 
which decide, and their action is it- 
self circumscribed by the contractual 
framework and terms of the General 
Agreement. Rather than as an inter- 
national organization with separate 
personality and powers, the GATT 
might better be thought of as the chief 
trade agreement of each of its mem- 
bers. At the same time, it is a multi- 
lateral trade instrument, because tariff 
or other concessions accorded to one 
member by another must be extended 
to all the others. 


The Objectives of GATT 

The General Agreement sets as its 
objectives the raising of standards of 
living, the full development of the re- 
sources of the world, expanding the 
production and exchange of goods 
and full employment. These ends are 
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to be promoted through the expansion 
of trade, the removal of trade barriers 
and the elimination of discriminatory 
treatment in international commerce. 
The enshrinement of these objectives 
in a post-war international agreement 
was the culmination of extensive dis- 
cussions among the wartime allies, 
aimed at the establishment of a code 
of conduct and a programme of action 
in the trade field which would com- 
pliment the activities to be under- 
taken by the International Monetary 
Fund and the International Bank for 
Reconstruction and Development in 
their respective spheres. A prime 
purpose of the architects of these 
agreements was to avoid the chaotic, 
beggar-your-neighbour situation of 
the “Thirties” when the normal flow 
of international trade became serious- 
ly distorted and impeded through re- 
sort to bilateral trading, exchange de- 
preciation, quantitative restrictions 
and other artificial devices. The foun- 
dation stone and key principle of the 
General Agreement was non-discrim- 
ination. This principle was to be 
strictly applied in all aspects of inter- 
national trade and, in particular, in 
the general tariff negotiations which 
were foreseen as a positive means of 
reducing barriers to world trade. In 
order to protect the value of conces- 
sions exchanged, it was wisely agreed 
to establish a set of general rules to 
police the use of the various devices 
such as quotas, discriminatory licen- 
sing and other forms of administrative 
control which could be used to frus- 
trate the access to a market, which a 
negotiated tariff concession was ex- 
pected to give. 

Originally, only 23 countries, in- 
cluding Canada, signed the General 
Agreement and undertook the tariff 
negotiations with other countries. This 
was a condition of membership and 
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resulted in the reduction and binding 
of national tariffs as set forth in each 
of the schedules to the Agreement. 
The significance of the GATT as a 
useful instrument of trade co-opera- 
tion is evident in the growth of its 
present membership to 39 countries, 
accounting for over 85% of world 
trade. In addition, nine other coun- 
tries have acceded provisionally, or 
are associated with the GATT under 
special agreement, and a number of 
newly independent African states are 
applying the Agreement on a de facto 
basis. 


Canada Plays Strong Role 


Canadian representatives played an 
important role in the drafting of the 
General Agreement and its revision 
during 1954-55, and in international 
circles Canada has the reputation of a 
strong supporter of the General 
Agreement. This should not be re- 
garded as surprising, but rather a re- 
flection of the fact that a programme 
for the progressive reduction of tariffs 
and other barriers to trade and the 
maintenance of non-discriminatory ac- 
cess to markets throughout the world 
corresponded closely with the eco- 
nomic interests of a major exporting 
country such as Canada. A soundly- 
based international trading framework, 
which avoids or limits commercial pol- 
icy conflicts between countries, and 
which provides a forum in which diffi- 
culties can be dealt with in an atmos- 
phere of competence and understand- 
ing, is also not without value from the 
political point of view. The political 
contribution which the General Agree- 
ment has made in the postwar years 
through greater tariff stability, through 
the progressive elimination of trade re- 
strictions and through the resolution 
of particular trade difficulties which 
have, from time to time, arisen be- 
tween member countries can never be 
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measured. It is necessary only to re- 
member how trade disputes fed on, 
and intensified, political rivalries in 
the 1930's to appreciate how essential 
it has been to have had the principle 
of nondiscrimination accepted for in- 
ternational trade and a set of trade 
rules adopted which, although far 
from perfect, have offered some as- 
surance that access to world markets 
would be on a fair and reasonable 
basis. 


Canadian Trade Objectives 

A country which is basically self- 
sufficient and relies only marginally 
for its standard of living on the inter- 
national exchange of goods has per- 
haps less reason to support the con- 
cept of non-discriminatory multilateral 
trade than a country which is vitally 
dependent on the sale of its exports 
for the maintenance and growth of 
national income. But even countries 
falling in the former category are in- 
sistent that their exports should not 
be in an inferior position relative to 
their competitors and have been will- 
ing. through the GATT, to accept the 
international commitments which 
membership involves. For Canada, 
which produces foodstuffs and raw 
materials greatlv in excess of its own 
requirements (as well as a certain 
range of manufactured goods), export 
outlets are a sine qua non to pros- 
perity. Canada thus stands to benefit, 
both from the point of view of the di- 
versification of trade and from the 
point of view of total sales, by having 
access to as many markets of the 
world as possible on terms and condi- 
tions that do not put her at a disad- 
vantage vis @ vis other exporters and 
allow her goods to compete with do- 
mestic production. 

The Minister of Finance in his 1961 
Budget speech defined Canadian com- 
mercial policy objectives as follows: 
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1) To achieve expansion, diversi- 
fication, better balance and greater 
stability in our over-all trade; and in 
our trade with Commonwealth and 
other countries. 


2) To support and promote a re- 
gime of law and order in internation- 
al trade; to respect our international 
commitments; and to stand ready to 
defend our rights and interest. 


3) To recognize the legitimate 
needs of Canadian producers; to safe- 
guard them against unfair trading 
practices; and to promote the bal- 
anced growth of all sectors of Cana- 
dian industry and agriculture. 

The Minister went on to say: “We 
live in a country rich in many re- 
sources, natural and industrial, a 
country capable of producing many 
products in great quantities and at 
competitive prices. Our high standard 
of living has always depended in large 
measure upon our ability to sell in 
world markets the products in which 
we excel, in exchange for those in 
which other nations have special ad- 
vantages. It is self-evident that a 
country which depends on foreign 
trade for one-quarter of its national 
income must seek to maintain the 
widest possible system of world trade 
and payments, a code of international 
practice to govern that system and a 
reasonably diverse balance of interest 
among external markets.” It was for 
these reasons, the Honourable Donald 
Fleming said, that Canada has consist- 
ently supported the General Agree- 
ment on Tariffs and Trade and the 
International Monetary Fund, and 
would continue to do so. 


How has the General Agreement 
helped Canada’s trade in the years 
since 1947? Perhaps most important- 
ly, Canada has had the benefit of tariff 
stability and tariff reduction in its 
main markets throughout the world, 
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and particularly in the United States. 
While it has been possible at periodic 
intervals, or when special circum- 
stances prevailed, to change _ tariff 
rates which have been bound in the 
GATT, the chief trading countries 
have for much the greatest part been 
willing to maintain the concessions 
made in their tariffs during the rounds 
of tariff negotiations which have taken 
place under GATT auspices in Gen- 
eva, Annecy and Torquay. 


It must be recognized, however, 
that for the long years when Euro- 
pean and other overseas countries 
were still recovering from the dam- 
age or dislocation of war and when 
balance of payments difficulties per- 
sisted in most areas, countries like 
Canada and the United States, whose 
position was more fortunate, faced 
quantitative limitations and indeed 
prohibitions in many markets and un- 
restricted access over negotiated tariffs 
was not enjoyed. The GATT has 
sometimes been accused of failure on 
this account. Such criticism is hard- 
ly justified except where such restric- 
tions were maintained longer than 
required in the light of the balance of 
payments situation. Indeed, the rules 
which prohibit, but in certain circum- 
stances permit, the use of quantitative 
restrictions in world trade are, from 
the Canadian point of view, another 
extremely important feature of the 
General Agreement — the usefulness 
of which has now been proved in 
practice. 


Tariff Chief Weapon 

The General Agreement makes the 
tariff the chief instrument for the pro- 
tection of the domestic producers from 
international competition. The main 
exception to this general rule permits 
quantitative restrictions to be applied 
when a country is in difficulty with its 


balance of payments and must limit 
imports in order to safeguard its ex- 
ternal financial position. It is, how- 
ever, specifically required that mem- 
ber countries applying restrictions 
shall progressively relax them as their 
external financial situation improves 
and shall eliminate them as soon as 
they are no longer necessary to fore- 
stall or halt a serious decline in mone- 
tary reserves. In a situation where 
most important overseas markets were 
entitled to maintain quantitative re- 
strictions and to discriminate against 
dollar goods, it was particularly im- 
portant to Canada to be able, through 
the GATT and by reference to its pro- 
visions (and the related provisions of 
the IMF), to urge countries to dis- 
mantle such restrictions as their pay- 
ments situation improved. The process 
of eliminating the restrictions which 
impeded Canadian trade was a long 
one, but it could have been a great 
deal longer, and Canada would still 
be facing a far larger residual of dis- 
crimination and quantitative limita- 
tion of trade had it not been for the 
agreed provisions and obligations of 
the relevant GATT and IMF commit- 
ments. 

Since the return to convertibility of 
the world’s main trading currencies, 
which reflected the great improve- 
ment in the economic strength and 
payments position of countries such 
as Great Britain, Germany and 
France, remarkable progress has been 
made in freeing dollar trade from 
restrictions and discrimination. In 
certain of our markets, some restric- 
tions still remain and this is particu- 
larly true of the agricultural sector. 
However, a very considerable degree 
of success has attended the efforts of 
the contracting parties to secure the 
elimination of quantitative barriers to 
trade in markets where the condition 
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of reserves and balance of payments tional trade in agricultural products, 
have reached a satisfactory level. Just the difficulties associated with the ex- 
as in the case of tariff stability, an ex- pansion of the trade of the less de- 
port oriented economy such as that veloped countries and the sometimes 
of Canada particularly stands to bene-_ related problem of the disruptive ef- 
fit from rules which limit quantitative fects of particularly low cost imports. 
interference with the nurmal flow of An account of GATT and Canada’s 
trade. By the same token, Canadian trade position would be incomplete 
interests are at risk if the internation- without reference to these problems 
ally-agreed code of conduct with re- and to the programme for the expan- 
spect to the use of quantitative restric- sion of trade which the contracting 
tions in trade were to be weakened or parties have developed and are elab- 
undermined. orating in an effort to deal with them. 


Steady Achievement Review of Pulley 


In terms of the objectives of tarif Article XXIV of the General Agree- 
= pincers ae and the ment provides that, as an exception to 
ee ee of quantitative barriers to the general rule of non-discrimination 
tra 2 : jpn may claim ao for and most-favoured-nation treatment, 
— ys unspectacular achievement member countries may enter into cus- 

etween its inception and the late toms unions or free trade areas in- 
1950's. Perfection of rules and of their volving the elimination of all tariff 
Op ve by no means been and other barriers to trade between 
ac hee de , indeed, it had become themselves while maintaining protec- 
See to sien tolerate a num- tion against outside countries. While 
er of derogations from the basic pro- the possibility of establishing customs 
visions of the Agreement, some of them unions or free trade areas had thus 
important. However, it is probably fair j,oen envisaged at the time the Gen- 
to say that by the end of the 1950's ga) Agreement was drafted, it was 
the trade of the world was less bound ust watll tee Treaty of Desai pro- 
by barriers and able to flow with less viding for the establishment of the 
restriction and artificial distortion than European Comsiaum Mais betwden 
at any time since the first quarter of France. Germanv. Italv Belgium, the 
a century. The benefit of this more Netherlands and Luxembourg, came 
li sy nea in world trade can be before the GATT that attention was 
nec dag : Sr drawn to the problems that such a 
most trading countries. customs union between a group of 

Whil ; . major trading countries could pose for 

ile many of the difficulties of the h i. i den iio o 
t A heed “tabled tn + ,. ‘the trade o others. Although the 
a Rae hes eis as ilags a GATT provides that the duties and 
oe other regulations of commerce im- 


other problems had arisen, or been re- cd 
vealed, and these now form the heart posed at the beginning of a customs 
union or free trade area should not. 


of the current work of contracting : 
on the whole, be higher than those 


parties to the General Agreement. . i : 
Perhaps the most important are the Previously maintained by the constitu- 


effects on world trading relationships ent members, the formation of a large 
of the development of regional trade free trade grouping naturally confers 
groupings, the frustration of interna- advantage on the members in respect 
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of the enlarged internal market. De- 
pending, of course, on the rate of 
growth in a unified market and 
the level of protection maintained 
against the outside world, this relative 
disadvantage to outside countries can 
be offset in terms of total trade. 
Whether the formation of the Euro- 
pean Common Market will, of itself, 
prove trade creating or trade divert- 
ing remains to be seen and, important- 
ly, depends as far as Canada and 
other outside countries are concerned, 
on the level of the Common Market 
tariff and on the eventual form of the 
common agricultural policy of the 
Six. Through GATT negotiations in 
Geneva in 1960-61, the outside coun- 
tries have addressed themselves to the 
level of the Common Tariff proposed 
by the EEC as viewed against the ob- 
ligations of Article XXIV of the 
GATT, and through a general round 
in which tariff reductions are negoti- 
ated on a world-wide multilateral 
basis. 


Effect on Canada 

For Canada, with important trading 
interest in the U.K. and continental 
Europe, great importance is attached 
to the GATT requirements concerning 
the formation of regional trade group- 
ings, and Canadian representatives 
have been active in the scrutiny of the 
proposed arrangements of the Euro- 
pean Common Market and the Euro- 
pean Free Trade Association. Each 
has been examined by Canadian rep- 
resentatives from the point of view of 
its probable effects on Canada’s oppor- 
tunity to export, including the ques- 
tion of any special arrangements to be 
applied to trade in agricultural prod- 
ucts, and the proposed use of quanti- 
tative restrictions, as well as the vari- 
ous complex questions arising with 
respect to the appropriate level of 
tariffs when customs unions are form- 


ed. The same has, of course, been 
true with respect to the groupings 
which have been established in Cen- 
tral and South America. While sym- 
pathetic with the political and eco- 
nomic objectives of member countries 
deciding to enter into regional eco- 
nomic groupings, Canada has natural- 
ly been anxious to ensure that forma- 
tion of such units does not upset the 
previous balance of trading advant- 
age with Canada. Referring to this 
issue in his Budget speech of June 20, 
1961, the Minister of Finance recon- 
firmed Canada’s existing trading policy 
and rejected both change in the direc- 
tion of economic self-sufficiency sup- 
ported by restrictive trade policies 
and the opposite suggestion of merg- 
ing Canada’s economic life with that 
of a regional economic grouping. He 
said he did not believe that the for- 
mation of regional groupings would 
require any drastic redirection of 
Canada’s trading relationships or that 
the problems arising therefrom could 
not be overcome by the vigorous pur- 
suit of existing policies “judiciously 
adjusted to meet changing world con- 
ditions”. The United Kingdom de- 
cision to negotiate with a view to 
membership in the European Eco- 
nomic Community is a significant new 
factor which, together with similar 
action by a number of EFTA coun- 
tries, will have an important bearing 
on the evolution of Canadian policy. 


Agricultural Trade 


The problems which have arisen in 
international agricultural trade are a 
reflection of the measures which have 
been taken in both importing and ex- 
porting countries to assist their farm 
communities. Through import restric- 
tions, high price supports, deficiency 
payments and other devices, agricul- 
tural production has been greatly 
stimulated in the traditional import 
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markets, particularly in Europe, with 
adverse effects on the exports of the 
traditional agricultural exporters. At 
the same time, in the latter countries, 
measures of support and technological 
progress have in some cases given 
rise to large agricultural surpluses. 
When many of the traditional import- 
ing countries emerged from balance 
of payments difficulties, they proceed- 
ed in accordance with the obligations 
of the General Agreement to dis- 
mantle their restrictions but tended 
to maintain them where agricultural 
products were concerned. This pro- 
duct discrimination and failure to re- 
move restrictions which were no 
longer justified has been of serious 
concern to such countries as Canada, 
Australia, New Zealand and also the 
United States. Concern is also felt by 
these countries about the eventual 
form and nature of the common agri- 
cultural policy of the European Six. 


In 1958, a distinguished panel of 
experts, appointed by the contracting 
parties, concluded that a major ex- 
pansion of the trade in primary prod- 
ucts between industrialized and non- 
industrialized countries could be 
brought about by a moderate change 
of direction in agricultural protection- 
ism away from the high levels which 
it had reached in many countries. 
Since that time, GATT countries have 
been exploring ways and means of 
bringing about such an adjustment. 
In view of the widespread nature of 
agricultural protectionism and _ the 
structural and social difficulties which 
agricultural change involves for many 
countries, this is a particularly difficult 
sector and no sudden and spectacular 
solutions should be expected. How- 
ever, unless some progress is made it 
could not be expected that agricul- 
tural exporters would continue to be 
willing to give unfettered access over 
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their tariff to industrial products, 
while the possibility of their selling 
their agricultural surpluses continues 
to be seriously limited by a variety ot 
restrictive devices in import markets. 


Less Developed Areas 


In the introduction to this article, 
reference was made to Canada’s in- 
terest in the problems of the trade of 
the less developed countries. While 
the questions which have arisen in the 
GATT in this regard do not affect 
Canada’s trade interest as directly as 
some other countries, they are of im- 
portance from the point of view of the 
efforts of the less developed countries 
to develop and improve their stand- 
ard of living and of maintaining a 
satisfactory international relationship 
throughout the trading world. 

It has become clear that many of 
the less developed countries will be 
unable to continue their development 
programmes at the minimum satisfac- 
tory rate unless their export earnings 
can be increased to permit them to ser- 
vice existing debt and needed new bor- 
rowings. These nations have noted that 
sales of their traditional exports of raw 
materials and other products cannot 
be expected to provide sufficiently in- 
creased foreign exchange earnings and 
that they must, therefore, enter into 
import markets with new and com- 
petitive manufactured products. In 
moving in this direction their experi- 
ence has been that a number of im- 
portant countries, which have liberal- 
ized or are liberalizing their trade, 
continue nonetheless to restrict such 
goods when imported from new and 
highly competitive suppliers. In ad- 
dition, the less developed countries 
are seeking the removal of high ex- 
cise taxes and revenue duties on tropi- 
cal products such as cocoa, tea and 
coffee in the hope that lower prices 
will stimulate greater sales. In the 
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tariff field they are seeking reductions 
on products of particular interest to 
them even if they are not able to pro- 
vide full reciprocity through tariff 
reductions in their own markets. They 
are emphasizing the need to reduce 
tariffs on semi-manufactured products 
as well as raw materials. 

With respect to the problem of im- 
ports from particularly low cost sup- 
pliers, Canada has experienced the 
pressure on its market of such im- 
ports — particularly from Japan and 
Hong Kong. In the case of Japan, ex- 
port quotas have been used which, 
while providing for reasonable growth 
in sales, are designed to prevent un- 
due and disruptive penetration of the 
Canadian market. It seems doubtful 
whether, in the long run, the twin ob- 
jectives of encouraging expansion of 
the exports of the less developed 
countries, developed and new supplier 
countries together with the avoidance 
of disruptive imports can be success- 
fully handled on a bilateral basis. 
Different techniques are being used 
by export and import countries to 
cushion the impact of new competi- 
tion in the markets of the older indus- 
trialized countries, and some have the 
effect of so restricting imports that 
the burden of adjustment is transferred 
to those countries with more open 
markets. A good deal of thought has 
been given to this problem by the con- 
tracting parties with a view to work- 
ing out international arrangements 
which would provide for increased ac- 
cess for the exports of the less de- 
veloped countries and Japan, while 
providing the necessary safeguards for 
the economies of importing countries. 


Test for Co-operation 

The range of problems which cur- 
rently face Canada and the other 
contracting parties of the GATT are 
great and will test the willingness of 
the members to intensify co-operation 
in the trade field. If a multilateral 
trading system is to be maintained it 
will be necessary to reconcile the in- 
terests of regional groups with those 
of their outside trading partners. It 
will be necessary, also, to find the 
means to improve the trading oppor- 
tunities of efficient producers of agri- 
cultural goods. Finally, for both po- 
litical and economic reasons, as well 
as considerations of equity, more 
room must be found for the competi- 
tive exports of the new supplying 
countries without disrupting the eco- 
nomic life of importing countries. If 
these problems can be dealt with and, 
if the regional trading groupings can 
successfully be fitted into the broader 
trading relations of their individual 
members, it would seem that the con- 
cept underlying the General Agree- 
ment on Tariffs and Trade could sur- 
vive tests of the 60’s. If, however, 
the co-operative efforts to solve these 
difficulties should fail, the danger of 
intensified regionalism and _bilateral- 
ism in world trade will become very 
real and the fabric of international 
trade co-operation will be weakened 
with serious long-term economic and 
political implications. Given our pat- 
tern of production, geographical 
location and international political 
position, such implications would be 
particularly grave for Canada. 








Sales Planning for 





the Smaller Company 


It is TAKEN for granted nowadays that 
all firms, large and small, prepare ad- 
vance planning for their operations. 
Even in the smallest firms, in which 
decisions may be the sole responsi- 
bility of one person, elementary plan- 
ning is carried out before decisions 
are reached. The addition of a new 
salesman, changes in the allocation of 
accounts among salesmen and the re- 
vision of sales remuneration schemes 
all involve elements of planning. 
Similarly, the acquisition of a new 
piece of equipment, the decision to 
purchase a larger-than-normal quan- 
tity of raw materials with a resultant 
price advantage, or the decision to 
seek an adjusted line of bank credit all 
involve planning in varying degrees. 


Before turning our attention spe- 
cifically to sales planning, it is im- 
portant to place general planning in 
its proper perspective. The founda- 
tion of all planning is sales forecast- 
ing. We live in a changing world 
today and must anticipate such 
changes. It is important, through sales 
forecasting, to estimate the expected 
sales of one’s product, but this is not 
enough. It is also important to know, 
more specifically, the kind of product 
to be sold, to whom it is going to be 
sold, and when it will be sold. But 
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there are two kinds of forecasts — 
those that are dead and those that 
are alive. 


Dead Sales Forecast 

Every firm from the giant corpora- 
tion to a firm employing fewer than 20 
persons, requires a live, moving, dy- 
namic forecast; one that grows 
stronger and more complete every 
day; one that is the foundation for all 
elements of forward planning in a 
company, not only for sales, but for 
production, finance and manpower re- 
quirements. Not just for tomorrow, 
but for next month, next year and 
five years from now. 


Many firms, including some of the 
largest in the country and regrettably 
most of the smaller ones, have what 
could be termed dead sales forecasts 
with the following characteristics: 

1. A forecast that is prepared once 
a year. 

2. A forecast that is based mostly on 
past sales records. 

3. A forecast that only shows dollar 
totals. 

4. A forecast that is used mainly for 
financial budgeting. This is the 
most common type of forecast. It 
is useful because every company 


needs a budget; but if this is its 
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sole purpose, the forecast lacks 
vitality. 

5. A sales forecast that involves lim- 
ited participation by the sales per- 
sonnel. 

6. A sales forecast that is not co- 
ordinated with production. In other 
words, the dollars are not detailed 
to show units or times and it does 
not take into account different pro- 
duct mixes and seasonal factors. 

7. It does not use market research; 
in other words; it does not con- 
sider all the facts. 

8. It is not used as the basis of pro- 
duction planning, and as a result 
orders come in and are filled at the 
convenience of the plant. 


Balance Sales and Production 


Why is sales forecasting so import- 
ant? The answer is easy. The aim of 
all planning is to achieve profits 
through the balance of sales and pro- 
duction. The closer the balance, the 
greater the profits. There is no point 
in producing what cannot be sold. 
Similarly, there is no point in selling 
what cannot be produced. This is 
elementary, but we are not just refer- 
ring to balancing dollars, nor are we 
thinking in terms of balancing in total 
over the year. We are referring to de- 
tailed balancing by type of product, 
i.e.—standard, deluxe or super deluxe 
models. We are also thinking in terms 
of balancing by size, colour, weight 
and package. We are thinking as well 
in terms of balancing by time and by 
location from which delivery is to be 
made. When and where are import- 
ant. Detail balancing is not an easy 
job, but it is a vital one. 


For balancing there must be ad- 
vance planning. The basis must be 
expected sales, not how much can be 
produced. It must be remembered 
that it is never easy to turn the tap 


on and off in production. On the 
other hand, it is almost impossible to 
do so in sales. It is vital to determine 
how much one can sell. 


Determining how much can be sold 
is not the only answer; what can be 
sold, and when, are also important. 
How do we go about getting data on 
which to base our sales forecast, and 
hence all our planning? The best 
answer to this question is to seek 
every conceivable source. We start, 
of course, with past records. We dig 
out trends and information in every 
way, but we do not stop there. Every- 
thing is changing — new models are 
coming on the market — technological 
changes are taking place and their im- 
plications must be assessed. We must 
consider the trends suggested by vari- 
ous economic indicators, such as 
population growth, housing. starts, 
changes in gross national product and 
income and so on. Similarly, we must 
assess the impact of competitive activ- 
ity. We should also use the available 
market research regarding our pro- 
ducts as prepared either by associa- 
tions or various governmental depart- 
ments. To the best of our ability, we 
must dig in behind and try to under- 
stand our market. Above all else, care 
should be taken to ensure that sales 
forecasts are not “ivory towered”. It 
is important to use one’s own sales 
force. Salesmen can be most valuable 
allies in forecasting. They are close 
to the market and have much to con- 
tribute to the validity of any sales 
estimates. 


Certain Limitations 


Before commencing any forecasts, 
limitations must be recognized. Cer- 
tainly there are some elements of 
guess-work in all sales forecasting, but 
it is educated guess-work, based on 
several known facts and trends. In 
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forecasting, it is perhaps impossible 
to be as exact as engineers or account- 
ants, but this is no reason to give up; 
it simply means that we must strive 
much harder in gathering facts, trends 
and figures. 


Having gathered our facts and 
trends, it is possible to turn this data 
into a sales forecast, and this is the 
responsibility of the sales department. 
A sales department has two objectives 
—to sell today and to prepare for to- 
morrow’s sales. Turning sales facts 
into sales forecasts is not the respon- 
sibility of an accountant or a produc- 
tion man. It is the function of the 
sales department to gather the sales 
facts, to weigh and interpret them, to 
analyze and correlate them, to pre- 
pare a realistic detailed sales forecast 
and then to be prepared to live with 
it. If the sales department has made 
the forecast, it should make it click. 
Some accountants, production men 
and even more senior executives may 
say, “Our sales manager is a born 
optimist — he is not realistic — his 
figures cannot be trusted”. If this is 
true, it is obvious that he is not a 
qualified sales manager. 


The next logical step is to see what 
sort of a profit picture the sales fore- 
cast produces. In other words, accept- 
ing the sales forecast and letting it go 
at that is not enough. We must de- 
cide whether or not it is compatible 
with our profit plan. This is where 
the accountants and budget men have 
their innings. Often the sales staffs 
do not know the profit margins on the 
items that they sell. A company’s aim 
is to make profits, not just to build big 
dollar sales figures. It is important to 
give the sales staff cost information 
and to discuss such questions as— 


— what will more sales do for 
profits? 


— what will such extra sales 
cost? 

— can more high profit lines be 
sold? 

— are some sales too high cost? 

— can any unprofitable lines be 


discontinued? 
— are more or fewer lines 
needed? 


Three-Cornered Conferences 


Having assessed the original fore- 
cast in this manner, we must then see 
how it fits production. We have to 
match it with available production 
facilities and capacities. At this time, 
a three-cornered conference of sales, 
production and accounting personnel 
is advisable. 


Each department puts its cards on 
the table. It takes all three to find the 
best fit, to consider what action can 
be taken if more sales are needed or, 
on the other hand, what action is feas- 
ible if the need for greater production 
is indicated. The problem is obviously 
not an easy one to solve since, in some 
instances, sales of particular products 
within a company’s range require 
additional sales; while other products 
may require additional production. 
Similarly, there may be seasonal shifts 
and fluctuations among various pro- 
duct lines. The fact remains that 
when people are made aware of the 
benefits that can arise, and appreciate 
where the problems exist, they can 
make improvements. 

The main difference between a 
small and large corporation in coping 
with these problems is that in the 
latter case the questions will require 
the coordinated attention of three or 
four organizational divisions (e.g. 
marketing, production and finance), 
whereas in the smaller company we 
are concerned with relatively few in- 
dividuals, and the communication 
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problem is correspondingly less dif- 
ficult. 

It is in this manner, by going 
through the steps of gathering sales 
facts, trends and so on, preparing an 
original sales forecast, seeing how it 
fits into the overall profit plan and 
then seeing how it fits production, that 
the best plan for the period ahead 
can be moulded and the opportunity 
for profits maximized. 


Need for Continual Forecasting 


It is obvious that balancing once a 
year is not enough. Balancing must 
be a continuous effort. This is where 
most sales forecasts fall flat. Each 
month, and at least once a quarter, it 
is important to consider the new facts 
that have become available in the in- 
terim, to consider current trends and 
to decide whether revisions in the 
previous forecasts are necessary. 


Take, for example, a firm that has 
prepared its forecast for a year in ad- 
vance, with appropriate monthly an- 
alyses at least for some portion of the 
year. At the end of the first month 
(say January), an opportunity exists 
to reconsider the remaining portion of 
the year. With that month over, facts 
that were not known a month previous 
are now available. Current trends may 
be making themselves apparent. It is 
important to consider what has hap- 
pened during the past month, com- 
pared to expectations, and to assess the 
necessity of revising previous thinking 
regarding the remainder of the year. 
Similarly, the time is appropriate to 
consider January a year hence and to 
prepare the first forecast of that 
period. When February is finished, the 
process is repeated. The results of the 
month of February are compared to 
the anticipated estimate. In the light 
of this experience, the remaining por- 
tion of the year is reviewed, any re- 
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visions that may be indicated are 
made, and the initial forecast for Feb- 
ruary a year hence is prepared. Simi- 
larly at the end of March, we repeat 
the procedure. In each instance a 
three-cornered meeting of sales, pro- 
duction and accounting people is cal- 
led to assess the facts that are now 
available. In this manner, with the 
continual review, revision and exten- 
sion of forecasts, a live, moving, dy- 
namic type of forecast is developed — 
not the dead type referred to earlier. 


There is no need to dwell on fur- 
ther forecasting, except to say that, so 
far, reference has been made only to 
short term forecasts, i.e., forecasts 
normally prepared for a year in ad- 
vance and used primarily in setting 
production schedules and in deter- 
mining short term financing require- 
ments. On the other hand, there is 
need as well for long term forecasts, 
ie., forecasts normally for five years 
in advance to be used in deciding on 
such matters as plant and equipment 
expenditures, long term financing 
needs, personnel requirements and so 
forth. It is in this manner that an 
organization is developed with good 
sales forecasting, the cornerstone of 
all company planning. 


Sales Planning 


Having attempted to place the 
matter of general planning in some 
sort of proper perspective, let us re- 
turn to the prime purpose of this 
paper — sales planning. Most of the 
elements of intelligent sales planning 
are inherent in, and a logical out- 
growth of the technique of sales fore- 
casting just described. As indicated, 
one of the cornerstones of sales fore- 
casting and fact gathering should be 
provided by the company’s own sales 
force. Account and territory analyses 
prepared by the individual salesmen 
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should be an integral part of all sales 
forecasting. It is important, for ex- 
ample, that salesmen forecast their 
sales (considering such matters as ac- 
count potential, past experience, com- 
petitive activity, selling aids provided 
and so on) in logical subdivisions (i.e. 
accounts ) and by relatively short peri- 
ods of time (i.e. quarters). Further, 
at the end of each quarter, salesmen 
should be called upon to consider and 
comment upon what has happened to 
their accounts compared to what they 
anticipated; to assess whether revi- 
sions of their previous forecasts are 
required and, at the same time, to ex- 
tend their forecasts to cover an addi- 
tional quarter in the succeeding year. 
In other words, the individual sales- 
men should be required to adopt a 
form of the live, moving, dynamic type 
of forecasting that is recommended for 
the company as a whole. 


A suitable form on which a sales- 
man might indicate the forecast for 
one of his accounts is shown on page 
372. For illustration purposes, the 
form has been completed through the 
original forecast for 1961, the actual 
experience of the first quarter and the 
first forecast revision and extension 
made during April of that year. Many 
modifications of the basic format indi- 
cated are possible, but the principle 


remains the same: providing a means- 


of recording a salesman’s estimate of 
the volume of sales he anticipates 
from each account over a relatively 
short period of time; a comparison of 
actual results against forecast; and the 
subsequent revision and extension of 
his original estimates. 


Accounting records, of course, must 
be redesigned, where necessary, to 
provide promptly, and with reason- 
able accuracy, an analysis of sales and 
information for comparison by ac- 


count and territory with the amounts 
forecast by the salesmen. 


Detailed sales planning based on 
such records as these is relatively 
easy. Most salesmen become accurate 
in forecasting their accounts very 
quickly. Normally, by the third time 
a salesman is required to review, re- 
vise and extend his forecast, an amaz- 
ing degree of accuracy is apparent. It 
then becomes a simple matter to de- 
velop and expand this information and 
use it to establish how many sales 
calls, for example, are required on 
each account in order to develop the 
available potential, and how much 
sales promotion and entertainment ex- 
pense it is economically feasible to in- 
cur in the development of each. 
Similarly, it is practical to assess at 
regular intervals the progress towards 
the plan, not only by account but also 
by territory and region, as well as for 
the company as a whole. This is ac- 
complished by summarizing the data 
contained on these forms. Based on 
regular assessments of the current 
situation, it is possible to revise the 
decisions that were made through pre- 
vious analyses and to adjust one’s 
thinking and plans in the light of the 
most recent developments in the mar- 
ket in which a company operates. 


Records Helpful 


Remuneration schemes may likewise 
be based on these records, since it is 
entirely practical, as time goes on, to 
establish realistic sales quotas, based 
on a review of sales potential and 
forecast volumes. It is also practical 
to assess the individual workload of 
various salesmen, their travel time, ac- 
count development time and so on. 
One of the major advantages of the 
use of such records is that the sales- 
man himself has actively participated 
in their preparation and can be ex- 
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pected to concur in any conclusions 
developed from them. 


Extensions of the use of these forms 
may be made in instances where de- 
sign and engineering costs may be in- 
volved in connection with the develop- 
ment of particular accounts. Decisions 
may be made as to the amount of 
time that will be spent on the promo- 
tion of each account by means of de- 
sign and engineering work, and the 
progress towards specific targets may 
be reassessed at regular intervals in 
the light of accomplishment of these 
goals. For example, it is entirely prac- 
tical to use the reverse side of the in- 
dicated forms to summarize design 
costs that have been incurred, and to 
control the expenditures on behalf of 
particular accounts within the limits 
established in planning the approach 
to those accounts. 


On the basis of regular reviews of 
the potential available in each ac- 
count, the progress being made to- 
wards specific targets and the costs in- 
volved in developing each account, it 
is practical to develop, revise and ex- 
tend sales plans to make maximum use 
of each salesman’s selling time, the 
available promotion dollars and the 
design, engineering and development 


budget. 
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Conclusion 

In summary, it is important to rec- 
ognize that all firms, small as well 
as large, do some planning and it is 
imperative to place planning in its 
proper perspective, always remember- 
ing that the starting point of all plan- 
ning must be sales forecasting. There 
is nothing mystic about sales forecast- 
ing and, in most instances, it involves 
merely the recording of present 
knowledge. It is not an exact science, 
but it can become much more exact 
when firms and individuals face up to 
the reality of the situation and the 
consequences of their present acts. It 
is also important to recognize that 
forecasts and plans must be subject 
to review, revision and extension on a 
regular basis. It is important to assess 
progress continually and to keep 
plans flexible so that revisions can be 
made in deploying one’s sales force, 
in the number of sales calls made on 
specific accounts, in expenditures on 
sales promotion and in design and en- 
gineering expenditures with the over- 
all aim of maximizing profits. 

In the phrase “sales planning”, the 
key word is planning. Planning is 
not the sole prerogative of the larger 
firms. It is equally as important and 
as practical in the smallest firms. To 
make profits, it is necessary to plan. 
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An Economist’s Appraisal 


Of Direct Costing 


MANY DIFFERENT cost estimates can be 
imputed to the identical product. The 
cost estimate obtained depends on 
how costs are defined and what cost- 
ing methods are used. Hence econo- 
mists have developed such concepts 
as escapable costs, user costs, variable 
costs, fixed costs, opportunity costs 
and so on; and on the measurement 
side, statisticians and accountants 
have made significant advances in the 
science of cost measurement. 

Direct costing is a new concept—or 
at least a new term — and it appears, 
at first sight, to suggest a new tech- 
nique. It is the purpose of this brief 
article to examine three problems that 
arise with direct costing. The first 
is the meaning of the concept and its 
relation to the more traditional defini- 
tions; the second is to determine the 
use that can, and should, be made of 
direct costing; and the third concerns 
the measurement problems involved 
in estimating direct costs. 


Direct Costing Defined 


Direct costing has been defined as 
the separation of costs in the accounts 
of the company from those that are 
fixed and those that vary directly with 
volume. The cost that results from 
the application of this technique 
should be, in the language of the 
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economist, short-run, total variable 
cost. The innovation which the adop- 
tion of this technique introduces into 
the accounts of most companies is the 
separation of fixed and variable costs. 

Before any further elaboration, it 
should be pointed out that any at- 
tempt to separate the fixed and the 
variable elements in total costs is a 
step in the right direction. Business- 
men have been misled far too long in- 
to introducing fixed costs into prob- 
lems on which they have no bearing 
whatsoever. For example:—Some years 
ago the author became involved in a 
discussion between the sales manager 
and the treasurer of a company. The 
issue was whether or not to close a 
particular sales office. The sales man- 
ager wanted to retain the office be- 
cause it increased sales, while the ac- 
countant wanted it closed down be- 
cause it lost money. In the course of 
this debate, the accountant and the 
sales manager had reached an agree- 
ment on the probable net increase in 
sales that could be attributed to the 
office in question. But when it came 
to calculating the cost of these sales, 
the sales manager wanted what he 
called the “bare bones” cost, while the 
accountant would settle for nothing 
less than “full cost” — which of course 
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included fixed costs. The accountant 
readily admitted that the loss of the 
sales attributable to the office would 
not in any way reduce the overhead 
on fixed costs of the company, and 
therefore it was fairly easy to demon- 
strate that, when the proper concepts 
were used, that particular office was 
increasing — not reducing — the total 
profits of the company. Still, to an 
economist at least, the tenacity with 
which some of the executives clung to 
their fixed costs was amazing. One 
executive said that it would be “un- 
fair” not to charge the office its share, 
and another asked why the personnel 
in that particular office should have 
a “free ride”. 

The recognition that, for most ana- 
lytical purposes, there should be a 
separation of fixed and variable costs 
is a great step forward in increasing 
the economic sophistication of man- 
agement, but it does not go nearly 
far enough. Proper policy formation 
by management is only possible when 
the policy makers are aware of the 
nature and complexity of the com- 
plete cost function. 


Cost-Output Relationship 

The cost of a product in any one 
time period is a function of the rate 
of output, the fluctuations that occur 
during the period, the technology 
available to the firm, the size of the 
lots or runs in which the product or 
its components are made, the prices 
of the goods and services that the firm 
buys, the capacity of the firm and so 
on. How many of these various fac- 
tors are relevant to a particular case 
and how many can be assumed con- 
stant will depend on the nature of the 
problem. For a great many of the 
short-run problems of management, 
however, only one part of the total 
cost function is important — the cost- 
output relationship. For example, 


when the firm is contemplating an in- 
crease in advertising expenditures 
with the hope of increasing its rate of 
sales, it must compare the relative at- 
tractiveness of two different rates of 
output. This means that the behav- 
iour of costs, as output changes is one 
of the things that the firm must know 
if it is to make a rational decision. 
This cost-output relationship is an es- 
sential element in all of the problems 
involving pricing, packaging, quality 
change, advertising, credit terms, etc., 
where a change in the rate of output 
is implicit in the policy decision. 

This leads us to inquire about the 
nature of the cost-output relationship. 
Economists and statisticians have giv- 
en a good deal of consideration to this 
relationship, using both empirical and 
deductive methods. 

We should expect a priori that as 
long as an individual firm uses at least 
one productive factor that cannot be 
varied at will, the short-run, average, 
cost-output relationship is likely to be 
U shaped. Again a priori, theorists 
believe that if a firm uses productive 
factors, all of which are divisible, the 
average variable cost curve will be 
horizontal up to the capacity of the 
plant, at which point it will rise sharp- 
ly, perhaps vertically. 


Figure 1 
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The above diagram shows some of 
the short-run average, variable, cost- 
output curves that have been found to 
apply to firms in different industries. 
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AN ECONOMIST’S APPRAISAL OF DIRECT COSTING 


The first three average, variable cost 
curves are really just variations of the 
U shaped curve; AVC‘, however, 
represents the “constant” cost situa- 
tion, which appears whenever there is 
complete factor divisibility. AVC*, 
which is sometimes referred to as a 
flat-bottomed U-shaped curve, also has 
a constant cost portion. The signifi- 
cance of these flat curves, or portions 
of curves, will become evident in a 
moment. 

We have been dealing with the av- 
erage, variable, cost-output relation- 
ship (the direct cost) at some length, 
but it is not this function which is 
relevant to most business problems. 
The cost concept which is central to 
all policy problems that involve a 
comparison of two different rates of 
output or sales is marginal cost. In all 
of the problems referred to earlier 
(price, advertising, packaging, closing 
a sales office, etc.) the particular cost- 
output relationship that is relevant is 
marginal cost. 


Marginal Cost 

Marginal cost is simply the increase 
in total costs that results from pro- 
ducing one more unit of the product, 
or alternatively, the saving in total 
cost achieved by producing one fewer 
unit of the product. 

If it seems unreasonable to expect 
the accounts of the company to be 
used with sufficient accuracy to de- 
tect the difference between producing 
1,000,000 and 1,000,001 packages of 
gum, we should hasten to add that 
we can always define our unit of pro- 
duction so that it is sufficiently large 
to be both significant and measurable 
when considered in relation to the 
size and capacity of the company. 

Perhaps the greatest danger in the 
use of direct costing is that the result- 
ing average variable cost will be used 
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in place of marginal cost in circum- 
stances where the two measurements 
of cost are not equal. In order to il- 
lustrate this point, let us examine the 
short-run cost curves of a firm for 
which average variable cost falls for a 
certain range of output and then rises. 


Figure 2 
Cost 


$/unit 


! output /period 
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Figure 2 shows the U-shaped average 
variable cost curve (AVC), which we 
encountered in Figure I, along with 
the related average fixed cost (AFC), 
average total cost (ATC), which is 
simply average variable, plus average 
fixed cost and the all-important mar- 
ginal cost (MC) curve. 

For the firm operating under such 
cost conditions the average variable 
cost, or to use its new name, the av- 
erage direct cost, is a very poor sub- 
stitute for marginal cost. Only at Q' 
does average variable cost happen to 
coincide with marginal cost, and at 
output equal to or greater than Q’, 
the old fashioned average total cost is 
a better approximation of marginal 
cost. 

This conclusion would not have fol- 
lowed had we been working with the 
constant cost case (AVC* in Figure 
1) or the flat portion of the flat-bot- 
tomed U-shaped curve (AVC*). In 
both cases, the average variable cost 
and the marginal cost are the same. 

The policy implication that follows 
from this analysis is that direct costs 
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should not be used in place of mar- 
ginal cost, unless the firm is operating 
under conditions of constant costs. 
Certainly before any substantial 
change in the costing procedure of a 
firm is recommended, it should be pre- 
ceded by a thorough analysis of the 
complete cost function of the firm. 


Measurement Problems 


The separation of the fixed and 
variable cost components in the ac- 
counts of the company poses a num- 
ber of measurement problems. 


The direct costing technique most 
commonly adopted is to separate ac- 
counts into those which are fixed and 
those which are variable. Cost items 
that are partly fixed and partly vari- 
able are divided in some way and en- 
tered in two different accounts. Such 
a division of accounts, however, may 
not be the best way of proceeding. 
The problem of cost variability and 
cost accountability has undergone 
many radical changes in the past 10 
years; the main development having 
been the use of statistical inference 
to separate fixed and variable costs 
and to trace the variable costs to the 
cost-incurring operation and ultimate- 
ly to the product or service that the 
firm offers. It is no credit to manage- 
ment or to the accounting profession 
that these new developments were 
pioneered in the field of rate making, 
where the new techniques were ap- 
plied not to satisfy the curiosity of 
management, but to prove or disprove 
a case before a rate tribunal. 


Statistical Observations 


While the application of statistical 
inference to the accounts of a com- 
pany is not a subject that can be dealt 


with satisfactorily in a brief article, 
a few observations are in order. 


(1) It seems undesirable to separ- 
ate costs arbitrarily into fixed and 
variable components unless there is a 
clear and logical basis for the divi- 
sion. The important thing is that 
each account contains original entries 
which are as homogeneous as possible. 
Statistical techniques can then be used 
to determine what portion of the ac- 
count should be considered fixed, and 
what portion variable. 


(2) The accountant and the statisti- 
cian should work together on costing 
problems so that the accounts can be 
adapted over time to obtain a more 
accurate and more sophisticated an- 
alysis. 


(3) The more detailed the ac- 
counts, the better the statistical an- 
alysis is likely to be. In the past, the 
cost of keeping detailed accounts and 
of running the analysis was prohibi- 
tive. Now, however, the introduction 
of machine accounting and of high- 
speed computors has made it possible 
to produce cost estimates which would 
have been quite impossible only a few 
years ago. 


(4) Finally, there is no statistical 
or accounting substitute for an operat- 
ing knowledge of the manufacturing 
or cost-incurring operation. Many 
problems, especially those connected 
with tracing expenses, can only be 
solved by going out to the plant and 
having a look. 


No one is likely to quarrel with 
the desirability of separating fixed and 
variable costs. How this is done and 
what use is made of the information 
obtained, however, are matters which 
are still on the frontier of managerial 
science. 


ee 








iat 


iC- 


C- 
n- 
he 
rd 
i- 
Qn 
h- 
le 


ld 


al 


1g 
Ly 


Organisation efficace 


d'une pratique professionnelle 


Les ovuvraceEs traitant dorganisa- 
tion accordent peu dattention aux 
problémes des sociétés. Si par hasard, 
il est fait mention d’entreprises non 
constituées en compagnie, c’est habi- 
tuellement d’une facgon dérogatoire, 
signifiant implicitement qu'une telle 
forme d’organisation est un vestige des 
temps médiévaux ou bien quelle se 
limite aux entreprises trop petites pour 
se soucier d’organisation. Néanmoins, 
les sociétés de professionnels sont 
nombreuses aujourd’hui et leur suc- 
cés en affaires est largement attri- 
buable au développement d'une 
réaction efficace contre le défi posé 
par une entreprise dont les dimen- 
sions augmentent sans cesse. 


Le vieil adage “une société est un 
pauvre vaisseau pour naviguer” con- 
tient beaucoup de vérité, lorsqu’une 
telle société essaye de se conduire 
comme un grand comité devant lequel 
toutes les questions, sans égard a l’im- 
portance, doivent étre discutées 4 fond 
et résolues en commun. La notion 


1Dans ce cas, “important” doit étre con- 
sidéré dans un sens relatif. Une pratique 
de comptables publics constituée de plus 
de 100 personnes réparties en gérants, 
comptables diplémés et étudiants, doit 
étre considérée comme importante parce 


JAMES W. VAIR, C.A- 


Traducteur: 
Jean-Paul Diry, C.A. 


opposée, celle d'un groupe de pro- 
priétaires partageant simplement des 
bureaux et services communs, peut 
également étre fatale. Exploiter une 
entreprise en commun ne garantit pas 
Yunité de but et, si lun ou Iautre 
des faux principes mentionnés ci- 
dessus est suivi, rien ne sauvera l’entre- 
prise de la désintégration. Mais les 
sociétés de professionnels n’ont pas 
besoin de montrer ces symptémes de 
pathologie des affaires pour faire la 
preuve que ces faiblesses semblent 
étre spécialement prolifiques dans ce 
genre dorganisation. Les principes 
d'une saine organisation sont tout aussi 
valables pour une société de profes- 
sionnels que pour tout autre groupe 
dindividus devant travailler ensemble 
et dépendant les uns des autres pour 
leur succés commun et la satisfaction 
de leurs aspirations individuelles. 


Théories de lorganisation 

Avant de considérer l’application 
des techniques d’organisation 4 une 
pratique professionnelle “importante”! 


que l’unité moyenne dans la profession est 
beaucoup plus petite; par ailleurs, une 
entreprise commerciale ou __ industrielle 
evec seulement 100 officiers et employés 
serait évidemment considérée comme une 
petite entreprise. 
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en général, et a une pratique de 
comptables publics en particulier, nous 
devrions peut-étre nous remettre en 
mémoire la polémique courante qui, 
ces derniéres années, a provoqué la 
parution d'une quantité d’ouvrages et 
d’articles traitant des théories de I’or- 
ganisation. En résumé, le débat se 
situe entre la justesse des idées tra- 
ditionnelles sur la direction et le con- 
tréle et celle de la nouvelle notion 
générale de “direction en participa- 
tion”. Cette nouvelle notion essaye 
d’éviter quelques-unes des conséquen- 
ces indésirables et inévitables lorsque, 
dans une organisation quelconque, 
Yaccent est mis principalement sur 
Yautorité personnelle. Les principes 
conventionnels d’organisation sont 
Yobjet de critiques parce quis se 
fondent sur des modéles (par exemple, 
Yarmée ou ITEglise catholique) pré- 
sentant peu d/analogie avec les or- 
ganisations commerciales modernes, 
aussi bien dans les buts poursuivis, 
que dans les méthodes d’opération 
utilisées. 

Sans aucun doute, il ressort beau- 
coup de vérité de ces accusations. 
Autrefois, les régles gouvernant l'unité 
de commandement, l’alliance de l’au- 
torité et de la responsabilité, la dis- 
tinction entre les lignes hiérarchiques 
verticale et horizontale, et le nombre 
maximum dindividus pouvant nor- 
malement dépendre d’un méme con- 
tréle, avaient été proposées et admises 
comme une certitude absolue. Les 
recherches sur la nature humaine et 
son comportement ont démontré que 
de nombreuses hypotheses sur lesquel- 
les ces régles reposaient sont tout 
simplement fausses. Par ailleurs, la 
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théorie plus récente de la “direction 
en participation” semble avoir con- 
tribué a une révélation des faiblesses 
des principes traditionnels, sans ce- 
pendant avoir produit une solution 
pratique. Par exemple, on constate une 
insuffisance de temps dans la journée 
moyenne de travail de chaque gérant 
pour lui permettre de créer le degré 
idéal de “motivation” chez chacun de 
ses subordonnés, tout en essayant de 
régler les affaires courantes d'une 
facon satisfaisante. Certes, reconnaitre 
que la direction dépend des échelons 
inférieurs bénéficierait & quelques 
autocrates, mais trés peu d’autocrates 
exploitent leurs employés ou les mal- 
traitent a dessein.? 

Sans vouloir prendre part a cette 
controverse, l’auteur estime que Il’ap- 
plication de la théorie traditionnelle 
dorganisation dans un cas donné, 
garde sa pleine valeur, ne serait-ce 
quen raison de la clarification de 
Yorganisation qui en résultera. Ce 
point de vue est trés bien exposé dans 
un ouvrage récent sur l'application de 
la psychologie dans les affaires, ot 
entre autres choses on peut lire ceci: 
“une théorie n’est seulement qu'un 
outil et peu importe qu'il soit bon ou 
mauvais, en autant qu'il aide les hom- 
mes a comprendre les choses un peu 
mieux quils pouvaient le faire avant 
que cette théorie exista.”* Les deux 
écoles conviendraient probablement 
qu une incertitude chez les employés 
sur les plans et la politique de 
Yentreprise, leur responsabilité, sur- 
veillance, autorité et avenir, produira 
dune fagon certaine un mauvais 
moral et de l’anxiété. En conséquence, 
nimporte quel outil ou méthode analy- 





2 Voir “The Case for Benevolent Autocracy” 
par R. N. McMurray, Harvard Business 
Review, janvier-février 1958. 


3S. W. Gellerman, “People, Problems & 
Profits”, McGraw-Hill Book Company, 
Inc., 1960, page 38. 
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tique qui facilitera la compréhension 
de ces questions ne peut manquer 
d’étre favorable. En fait, on peut af- 
firmer catégoriquement qu'une organi- 
sation ne peut étre perfectionnée tant 
quelle n’a pas été définie. Cette pre- 
miére idée étant acceptée, nous pou- 
vons alors considérer une esquisse ap- 
propriée de lorganisation de lunité 
professionnelle que nous voulons 
étudier. 


Développement de la spécialisation 
Une organisation ne progresse pas 
delle-méme, au méme rythme que 
lentreprise, de la méme fagon que la 
peau d'un animal qui s’étend auto- 
matiquement pour sajuster a la 
forme quelle englobe. A quelque 
point de transition que ce soit entre 
les deux stades, petit et grand, un 
point critique est facilement atteint 
dans les procédés dorganisation. La 
plupart du temps, l’entreprise essayera 
de progresser sous son premier ap- 
pareil d’autorité, avec la trompeuse 
supposition qu'elle est devenue simple- 
ment une version plus importante de 
lentreprise qu'elle était, il y a cing 
ou dix ans. Les associés-séniors de la 
maison, qui éventuellement auront fait 
leur carriére dans cette pratique, n’ad- 
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(Succursales) 
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mettront qu'un unique procédé: le 
contréle personnel et direct de toutes 
les activités. Le conflit qui va aller 
s intensifiant entre les exigences d'une 
administration interne et la nécessité 
de fournir des services directs et per- 
sonnels aux clients, peut conduire a 
une débacle nerveuse de la part des 
gérants, ainsi qua des murmures et 
mécontentements de la part des mem- 
bres du personnel mal dirigé et, 
inutile de le dire, 4 une détérioration 
dans la qualité des services fournis 
aux clients. 

Si a ce point, une étude sérieuse du 
probléme s/accomplit, une division 
naturelle dans les activités de la mai- 
son deviendra évidente entre (a) la 
conduite de travaux professionnels ac- 
complis pour le compte des clients et 
(b) derriére ce contact personnel 
avec le client, le maintien de la routine 
du bureau, nécessaire pour la con- 
duite effective de n'importe quelle 
pratique professionnelle, sans égard 
a sa dimension. Ainsi, la différence 
fondamentale entre une petite et une 
importante pratique est le degré de 
spécialisation fonctionnelle qui doit 
étre assuré dans chaque cas. Dans la 
grande entreprise, les activités sub- 
alternes (services internes) ne peuvent 
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Directeur, 
Services internes 






TABLEAU 1. Schéma simplifié de lorganisation de l’entreprise. 
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rester longtemps une fonction a temps 
partiel de quelques-uns ou de tous les 
gérants, mais en vue d'une eflicacité 
maximum, doit devenir une occupation 
compléte pour spécialistes. Dans le 
seul domaine des services fournis aux 
clients, la spécialisation, comme un 
peu de réflexion le montrera, est la 
clé dune efficacité maximum et d'un 
prix de revient minimum. Paralléle- 
ment a la croissance de l’entreprise, il 
se développera chez ses membres une 
tendance a suivre leurs aptitudes par- 
ticuliéres, et de plus en plus, ils se 
consacreront d’eux-mémes a un do- 
maine spécifique de la pratique pro- 
fessionnelle. Cette situation sera d'une 
valeur inestimable, a condition que 
tous les membres de lorganisation se 
servent de l’habileté et du temps de 
chacun. En fait, cet arrangement est 
la clé du bon accomplissement d’un 
mandat avec une dépense en heures 
la moins élevée possible. Ceci ne si- 
gnifie pas l'absence d’un grand nom- 
bre de travaux typiques que tous les 
comptables agréés seront capables de 
mener a bien et avec compétence; 
mais il est naturel de voir n‘importe 
quel spécialiste devenir au cours de 


ses années de pratique de plus en 
plus versé dans sa spécialité. 


Situations — clés 

La division fondamentale apparait 
dans le tableau 1 qui prévoit un chef 
responsable pour chacune des prin- 
cipales divisions. Le comité de direc- 
tion nusurpe pas lautorité des as- 
sociés chargés en tant que groupe, 
délaborer la politique de l’entreprise, 
mais représente, comme dans le cas 
d'un conseil d’administration d'une 
compagnie limitée, l'autorité supréme, 
responsable de la mise en pratique de 
cette politique, conformément aux 
désirs de tous ou de la majorité de ses 
membres. Au — dessous de ce comité, 
les chefs des divisions des services 
internes et aux clients constituent le 
corps exécutif requis pour appliquer 
les directives. Ces chefs de divisions 
assument Ja fonction “administrative” 
et veillent 4 la mise en pratique de 
la politique de lentreprise. Comme 
dans le cas d'une organisation indus- 
trielle, chaque division peut é¢tre cons- 
tituée de sections, chacune étant res- 
ponsable de lapplication de certains 
procédés et fonctions. Les tableaux 
2 et 3 illustrent une organisation 
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TABLEAU 2. Division des services aux clients. 
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typique dans chaque division et mon- 
trent les conseillers et principaux su- 
bordonnés avec les activités respec- 
tives qui leur sont confiées. 

Il est presque essentiel que les chefs 
de ces deux divisions soient des as- 
sociés de la firme, afin qu’ils puissent 
assister aux réunions de tous les as- 
sociés et se tenir au courant de leurs 





ae Dureau 


Gérant de bureau 
adjoint 


Enregistrement 
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Fournitures 
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Services internes 
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désirs. Les subordonnés du directeur 
des services internes n’ont cependant 
pas besoin d’étre des associés de la 
firme; en fait, plusieurs avantages 
évidents incitent 4 choisir comme 
gérant de bureau un non-associé ou 
méme quelqu'un qui nest pas comp- 
table public. La raison en est la sui- 
vante: un gérant de bureau dans une 
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Surveillant de la 
section de dactylographie 








Dactylographes & 
Sténographes 






Reproduction 
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Services de bureau divers: 
Téléphone 
Messager 
Organisation des 
voyages, etc. 


TABLEAU 3. Division des services internes. 
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firme importante de comptables pu- 
blics a des responsabilités et des acti- 
vités qui varient trés légérement de 
celle dun gérant de bureau d'une 
entreprise industrielle ou commer- 
ciale. Donc, lier un associé a4 des 
questions routiniéres pouvant étre 
réglées avec compétence par quel- 
quun ne possédant pas lentraine- 
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cependant la clé de l’efficacité dans les 
bureaux d’une entreprise moderne. 
En sélectionnant les gens qui de- 
vront remplir les situations-clés de di- 
recteur de chacune des divisions, on 
devrait apporter un soin particulier 
pour s'assurer que le prestige apparent 
attaché a chaque situation n’aveugle 
pas les titulaires quant a leurs res- 


ment et l’expérience d’un comptable 
public spécialisé, conduit 4 une perte 
de talent et d'argent. De plus, un 
autre facteur mérite considération: 
un comptable public habitué a porter 
un jugement prudent et délibéré sur 
un nombre limité de transactions au 
cours d'une vérification ordinaire, n’est 
pas particuliérement préparé a con- 
troler une progression rapide des faits 
a travers lentreprise. Ce contréle est 


ponsabilités et devoirs. Etre en mesure 
de répondre adéquatement aux exigen- 
ces de ces situations, exigera des in- 
dividus extrémement doués et deé- 
voués, montrant de trés fortes apti- 
tudes au commandement. Ce qui pré- 
céde sera peut-étre mieux illustré par 
une description des responsabilités 
typiques attachées aux situations en 
question. 


Titre: DIRECTEUR DES SERVICES AUX CLIENTS. 
Fonctions: 

Prévoir, diriger, coordonner et contréler toutes les activités de l’entreprise 
relatives aux travaux accomplis pour le compte des clients, dans chaque succursale 
ou section fonctionnelle. Promouvoir et développer la recherche de nouveaux 
standards et techniques dans l’exercice des fonctions professionnelles; promouvoir 
des relations amicales avec les autres pratiques professionnelles, le monde des 
affaires et le public en général. 

Relations avec: 

— le Comité de direction 

Est responsable devant ce comité et en prend les directives. 

— le Directeur des services internes 

Recoit ses directives et utilise son assistance pour les questions relatives aux 

taux de facturation, statistiques, rapports financiers, budgets et autres sujets 

sous la juridiction du directeur des services internes. 

— le Coordonnateur des relations extérieures 

— le Coordonnateur des recherches 

— le Directeur du personnel 

— le Coordonnateur du planning 

Leur donne des directives et, si nécessaire, les consultent sur les sujets 

connexes aux activités propres 4 leurs fonctions respectives. 


Responsabilité et autorité: 
Dans les limites fixées par la politique de l’entreprise et suivant l’autorité 
qui lui est déléguée par le Comité de direction, le Directeur des services 
aux clients a les pouvoirs nécessaires pour accomplir les fonctions suivantes: 
Maintenir une surveillance efficace des activités du personnel de vérification 
et des autres sections de spécialistes chargés directement de rendre les ser- 
vices aux clients. 
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2. S’assurer que les activités de sa division et de tout le personnel sous sa 
direction sont conformes en tout point a la politique de l’entreprise. 

3. Maintenir les relations avec les associés de toutes les succursales, les visiter 
périodiquement, et s’assurer qu’ils sont tenus constamment au courant de 
tous les sujets traitant de l’efficacité du travail qu’ils ont a faire. 


En collaboration avec le Coordonnateur du planning, encourager et assister 
chaque associé dans |’élaboration du plan de ses propres activités et de 
celles du personnel sous sa direction pour une période a venir raisonnable, 
en vue de réduire au minimum le temps perdu ou le temps supplémentaire, 
et en vue de promouvoir une utilisation la plus compléte possible des res- 
sources humaines de I’entreprise. 

En collaboration avec les associés chargés de la vérification et le Directeur 
du personnel, maintenir le nombre nécessaire de membres (étudiants- 
stagiaires et comptables agréés) dans toutes les succursales, tout en ne 
perdant pas de vue la nécessité d’une distribution équitable du travail 
parmi les différentes équipes de |’entreprise. 

En collaboration avec le Directeur du personnel, développer une saine 
politique concernant le personnel ainsi que les procédés qui permettront 
l’établissement de bonnes relations entre les employés et |l’épanouissement 
des efforts et talents de chaque membre du personnel. 

Se tenir au courant des récents développements dans la pratique comp- 
table et, en collaboration avec le Coordonnateur des recherches, faire tout 
le nécessaire pour susciter et développer la recherche de nouveaux standards 
et techniques dans la conduite de la pratique professionnelle. 

En collaboration avec le Directeur des services internes, préparer un budget 
annuel pour l’entreprise et déterminer les taux de facturation et de prix 
de revient estimé. 

En collaboration avec Ilassocié chargé de la vérification, approuver ou 
déterminer toutes les soumissions d’honoraires données relatives aux nouveaux 
mandats, ou résultant de négociations avec un client au sujet d’un engage- 
ment en cours. 

S’assurer que les renseignements sont communiqués de la maniére la plus 
simple et la plus directe possible 4 tous les associés de la firme et aux dif- 
férents groupes du personnel. 

Promouvoir et encourager toutes les activités, aussi bien dans le but de se 
conformer aux standards les plus élevés de l’éthique professionnelle, que 
dans celui d’agrandir l’éventail des services disponibles aux clients. 
Maintenir des relations amicales avec les autres sociétés de professionnels et, 
en collaboration avec le Coordonnateur des relations extérieures, avoir des 
activités susceptibles de rehausser le prestige de l’entreprise et d’augmenter 
a son égard la considération du monde des affaires et du public en général. 


La description ci-dessus des respon- 
sabilités et fonctions du directeur des 
services aux clients n'est pas néces- 
sairement complete et demanderait 
certainement des améliorations pour 
convenir aux exigences précises d'une 
entreprise donnée. Cependant, elle 


permet suffisamment de saisir le 


champ d’action offert par la situation 
en question. 

La description des fonctions du 
directeur des services internes est 
exposée d'une facon similaire a la 
page suivante. 

Dans un article de cette nature, 
lespace accordé ne permet pas une 








Titre: DIRECTEUR DES SERVICES INTERNES. 
Fonctions: 


Pourvoir a ]’élaboration et au maintien de registres comptables et statistiques 
nécessaires aux affaires de l’entreprise. Se charger de la protection de ses actifs. 
Produire des rapports périodiques d’ordre financier, comptable et statistique, 
correspondant aux besoins de l’entreprise. Maintenir des services efficaces en vue 
de la revue de tous les rapports, états financiers et autres documents destinés 
aux clients. Finalement, prévoir, diriger, coordonner et contréler tous les services 
et activités internes de J’entreprise, conformément a la politique de base pré- 
déterminée et l’autorité qui lui a été déléguée par le Comité de direction. 


Relations avec: 

— le Comité de direction 
Est responsable devant ce comité et en prend les directives 

— le Directeur des services aux clients 
Lui donne des directives et coopére avec lui pour toutes les questions 
qui les concernent tous deux. 

— le Gérant de la section chargée de la revue des rapports et états. 

— le Gérant de bureau 
Le Directeur des services internes peut déléguer aux deux personnes 
ci-dessus une partie appropriée de ses responsabilités, ainsi que l’autorité 
nécessaire pour les remplir en autant qu'il n’abandonnera pas sa res- 
ponsabilité générale et qu'il s’assurera de J exactitude des résultats 
définitifs. 


Responsabilité et autorité: 

Dans les limites fixées par la politique de l’entreprise et suivant l’autorité qui 
lui est déléguée par le Comité de direction, le Directeur des services in- 
ternes a les pouvoirs nécessaires pour accomplir les fonctions suivantes: 

1. Surveiller et diriger les activités du Gérant de la section chargée de la revue 

de tous les états et rapports de lentreprise, avant qu’ils soient livrés aux 

clients. Cette section a pour but d’éliminer les erreurs de toute nature et 
d’assurer la préparation d’états et de rapports conformes aux modéles de 
présentation adoptés par l’entreprise. 

En collaboration avec le Gérant de bureau, assurer un fonctionnement efficace 

de l’enregistrement du temps, de la comptabilité, de la paie, de la sténo- 

graphie et des autres fonctions administratives dans ]’entreprise. 

3. Préparer au moins annuellement un budget exposant les revenus et dépenses 
anticipés de l’entreprise, afin de permettre un contréle financier et une déter- 
mination précise des taux de facturation. 

4. Veiller a T’établissement de comparaisons réguliéres entre les chiffres prévus 
et réels, et signaler toute situation exigeant une correction ou toute variation 
significative par rapport au budget. 

5. En collaboration avec le Directeur des services aux clients, revoir et reviser 

chaque année les taux prédéterminés utilisés pour la facturation et le contréle 

du prix de revient du travail accompli. 

Donner une approbation d’ensemble pour tous les déboursés de l’entreprise. 

Etablir et maintenir la protection de tous les actifs de l’entreprise, entre 

autres contracter des assurances suffisantes contre tous les risques anticipés, 

assurer un contrdéle interne efficace et une répartition appropriée des respon- 
sabilités parmi les subordonnés. 

8. Analyser et évaluer réguliérement et systématiquement J’efficacité de toutes 
les activités de sa division. Veiller 4 observation des directives générales de 

Yentreprise et 4 une prompte rectification de la situation quand les circons- 
tances l’exigent. 
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description détaillée des situations 
subalternes dans chaque division. Les 
titres des différents postes sont raison- 
nablement significatifs en eux-mémes, 
bien que certaines questions puissent 
étre soulevées, par exemple, au sujet 
de la justification d’un coordonnateur 
des relations extérieures. Evidemment, 
une pratique professionnelle ne se 
livre pas a des activités directes en vue 
de promouvoir les ventes, comme le 
ferait n'importe quelle entreprise in- 
dustrielle ou commerciale, mais c'est 
étre réaliste d’affirmer que chaque 
entreprise, sans égard a la dimension, 
présente aux yeux de ses clients et 
du public en général, une ressem- 
blance avec une compagnie. Les fonc- 
tions du coordonnateur des relations 
extérieures consistent 4 promouvoir 
une image favorable de lentreprise, 
dans les limites permises par l’éthique 
professionnelle, et par des moyens tels 
quencourager la participation 4 des 
conférences professionnelles et diaf- 
faires et des congrés, également stimu- 
ler la rédaction et la publication d’ar- 
ticles destinés 4 des revues profession- 
nelles et journaux financiers, ainsi que 
dautres activités susceptibles d’aider 
a faire connaitre le nom de l’entreprise 
au public. 


Conclusion 

L’exposé précédent suppose Iat- 
teinte d'un certain niveau dans le 
degré dorganisation de Ilentreprise, 
cest-a-dire un stade correspondant au 
passage d’une organisation sans forme 
définie a une organisation fonctionnelle 
centralisée. Avec une croissance con- 
tinue, une division (et possiblement 
une décentralisation) plus développée 
que celle ressortant du plan ci-dessus, 
pourra étre appropriée. Notons égale- 
ment que peu d entreprises en exis- 
tence fournissent des exemples par- 
faits d’organisations fonctionnelles ou 
bien divisées. Un schéma ou plan doit 


étre amendé de bien des fagons pour 
sadapter aux talents particuliers du 
personnel considéré ou aux communi- 
cations plus ou moins faciles entre des 
bureaux largement séparés géogra- 
phiquement. Mais les techniques d’éla- 
boration de organisation sont valables 
dans n’importe quelle entreprise, sans 
considération de sa forme légale, et 
Yorganisation d’une société quelcon- 
que ne devrait pas présenter les fai- 
blesses communes a tant d’entreprises, 
a condition que la mise au point d'une 
solution soit décidée. 


Contrairement a4 la croyance popu- 
laire, une organisation minutieuse n'est 
pas nécessairement un fardeau étouf- 
fant initiative et condamnant toute 
croissance de lentreprise. C’est plutét 
un moyen qui devrait permettre a 
tous les individus associés dans une 
entreprise importante, d’accomplir en- 
semble un travail aussi efficace que 
sils étaient seuls. En fait, si une or- 
ganisation est convenablement concue 
et adaptée, elle correspondra a une 
entité qui, en elle-méme, sera plus 
importante que la somme de ses par- 
ties. Ce phénomene ne peut étre mieux 
exprimé par lextrait suivant d’un dis- 
cours adressé par feu le Dr H. A. 
Hopf: “Il est évident qu'une entre- 
prise ne peut atteindre d'une fagon 
permanente un degré defficacité plus 
élevé que celui clairement déterminé 
par la capacité de ses dirigeants. Mais 
il est généralement admis que I’in- 
fluence d’une organisation supérieure 
sur les réalisations de dirigeants mé- 
diocres, peut conduire l’entreprise a 
des hauteurs qui, sans cette organisa- 
tion supérieure, n’auraient jamais été 
atteintes.”* 


4Discours prononcé a une réunion de la 
succursale montréalaise de lEngineering 
Institute of Canada, publié dans “The 
Engineering Journal” (Canada), décembre 
1937. 
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Determining Air Travel Fares 





DespirE a decade and a half of soar- 
ing costs, air travel, in Canada at 
least, is one of the very few services 
which can be purchased today for 
much less than it cost 15 years ago. 


Commercial aircraft have grown 
larger, moved faster and flown higher 
with each step of progress in tech- 
nological knowledge and skills. Costs 
and wages in the aviation industry 
have kept pace with, and in many 
areas, surpassed those in other in- 
dustries. 


The DC-3, which sold for $165,000 
in 1946 when it was a reasonably 
modern and_ efficient commercial 
transport, has evolved into the DC-8 
which sells for just under $6 million 
a copy. But despite greatly increased 
equipment and operational costs, Can- 
adian air fares have been more than 
halved on many routes and reduced 
substantially on virtually all routes, 
domestic and international, during the 
past 15 years. 

The reasons and explanations for 
this are multitudinous, and include 
more efficient aircraft, equipment and 
methods of operations, as well as in- 
creased traffic. 

However, one of the most important 
and oft-times overlooked reasons for 


lower fares is the sophistication which 
has been recently achieved by Can- 
ada’s major airlines in the creation of 
tariffs, which reflect exactly the costs 
of airline operation, and which are 
tailored directly to those costs. 

The level of Canada’s domestic 
fares is established and controlled by 
the airlines’ economics — by their own 
profit and loss statements. When a 
fare structure for cross-Canada routes 
is designed and decided upon, after 
evaluation against estimated traffic 
flows, the tariffs are presented to the 
Air Transport Board for consideration 
and approval. 

Trans-border fares to the United 
States are processed in much the same 
way, with the Civil Aeronautics Board 
receiving copies of printed tariffs. The 
CAB has a direct interest in these 
fares, although it has no jurisdiction 
over the level of international fares 
and rates. Over the past 24 years it 
has raised very few objections to any 
Canadian fare proposals. 


Overseas Fares 

The setting of fares on international 
overseas routes is much more com- 
plicated. Not only must agreement be 
reached between airlines working 
through the International Air Trans- 
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port Association, but approval of the 
governments of all countries involved 
must be achieved. There is close co- 
operation between nations and IATA, 
and most bilateral agreements for air 
service now contain the phrase 
“fares and rates shall, in the first in- 
stance, be agreed between the carriers 
concerned using IATA machinery.” 

In establishing a properly balanced 
fare for any route, a vast number of 
conditions and contingencies must be 
included to arrive at an equitable 
charge to the customer, which will 
also result in an adequate return for 
the airline. There are the obvious di- 
rect flying costs for that route — fuel, 
oil, maintenance materials, labor, 
flight equipment depreciation, crew 
salaries, expenses, insurance, in-flight 
passenger service and landing fees. 


Gorpon R. McGrecor, O.B.E., 
F.R.Ae.S., is president of Trans-Can- 
ada Air Lines with whom he has been 

associated since 

1945, following a 

distinguished _ ser- 

vice career in 

World War II. For 

his part in the 

Battle of Britain he 

was awarded the 

Distinguished Fly- 

‘ ing Cross. His con- 

tribution to the study of air traffic 

problems earned him the chairman- 

ship of the International Air Trans- 

port traffic conference in 1947; two 

years later he was appointed a mem- 

ber of the executive of the association 

and in 1952 was elected president. In 

addition to his extensive aviation 

knowledge, he has had wide engineer- 

ing and commercial experience. . He is 

a Fellow of the Royal Aeronautical 

Society, a member of the Society of 

Automotive Engineers and the Can- 
adian Aeronautical Institute. 
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The intangibles, which all have a 
bearing, include the type of terrain 
over which the aircraft will operate, 
costs of maintaining ground support 
equipment along that route, compar- 
able fares available on competing 
transportation systems, fares on routes 
of similar length with similar or dis- 
similar operating conditions and facili- 
ties, potential traffic, value of service, 
terminal and office costs, and many 
other related factors. 


On top of this, add a percentage for 
sales and promotion expenses, includ- 
ing ticketing, reservations, telephone 
answering, advertising and _solicita- 
tion, plus all the operating functions 
such as baggage handling, cleaning, 
ete, 


Each of these items has a value 
and must be fairly apportioned in the 
total charge to each passenger. High- 
ly trained and experienced personnel 
and sophisticated methods of account- 
ing have enabled Canadian carriers to 
set fares which are as low as realistic- 
ally possible. 


New Fare Structure 

Trans-Canada Air Lines pioneered 
creation of air fares tailored directly 
to the costs of operating aircraft over 
individual route segments on its North 
American traffic pattern, and intro- 
duced these fares early this year. 


The decision to implement a new 
fare structure on North American 
routes was not based on any startling 
or revolutionary theories, but on a 
simple and quite apparent fact of 
transportation life — the further a 
passenger travels, the less its costs the 
carrier in terms of cents per mile. 


This is not peculiar to air trans- 
portation alone, but applies equally 
to all forms of mass transportation. 
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Studies carried out by the airline’s 
economic research department in 1958 
and 1959 brought forcefully to our 
attention a fact which we had long 
suspected but had never possessed the 
figures to prove — direct operating 
costs on our North American route 
segments varied over the astonishing- 
ly wide range of more than 14 cents 
per seat mile on extremely short 
routes, down to five cents a seat mile 
on the longest domestic operations. 


Long distance passengers were sub- 
sidizing short-haul passengers to a 
substantial degree, while the short- 
haul passenger was receiving his 
transportation at less than cost. 


While actual costs per passenger 
mile are virtually constant when an 
aircraft is airborne, overhead costs 
and fixed charges such as landing 
fees, ticketing, reservations, station 
handling, maintenance and overhaul, 
teletype, equipment and buildings and 
the like, must be included in proper 
ratio to arrive at the total cost of 
flying a single flight leg. By discharg- 
ing these fixed costs over a greater 
number of miles. the cost per passen- 
ger mile of overall operation decreases 
with each additional mile flown. 


From an analysis of the costs of 
operating various types of aircraft, 
accurate cost figures for every flight 
distance up to the domestic maximum 
of 2.400 miles may be developed. In 
the case of the longest Canadian 
flights, airport terminal costs can, for 
example, be spread over 2,400 miles, 
while the same costs, when applied 
equally to a 120-mile flight, are 20 
times greater per mile flown. 


When a cost curve was drawn, 
using operating cost figures for the 
DC-8’s, Vanguards and Viscounts, for 
example, it was established that exist- 
ing passenger fares in the 400-to-600 


mile range were properly related to 
costs, while passengers travelling less 
than 400 miles were being financially 
favoured and those going more than 
600 miles were being penalized. 


Cost Curve Basis 


A new set of fares was then plotted 
for 2,200 individual North American 
route segments, based on the cost 
curve, for both first class and economy 
class travel. 


These fare calculations were based 
on the costs of operating turbine- 
powered DC-8 jets, turbo-prop Van- 
guards and Viscounts only. The air- 
line possessed actual cost figures for 
the Viscount and DC-8, which had 
been in service for some time, while 
the Vanguard cost figures were ob- 
tained from the manufacturer and 
were estimated costs based on flight 
testing experience. 


The Viscount is a single-class air- 
craft which carried 44 first class pas- 
sengers at the time the calculations 
were made, while the DC-8 and Van- 
guard are mixed class aircraft, carry- 
ing both first and economy passengers. 


No attempt was made to segregate 
the costs by class of service as these 
costs are incurred during simultaneous 
production of first and economy class 
seat miles. The airline’s practice is 
to employ the seat relationship which 
would exist if the aircraft were in 
single class configuration. 


For example, the DC-8 carries 127 
passengers in mixed class configura- 
tion. It would carry 98 passengers as 
an all-first class aircraft and 153 pas- 
sengers as an all-economy class air- 
craft. 

Experience has shown that direct 
flying costs for 127-passenger DC-8’s 
are 1.747 cents per seat mile. As an 
all-first class aircraft, direct flying 
costs would be 2.264 cents per seat 
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mile, and in all-economy class config- 
uration, 1.450 cents per seat mile. 
These are direct flying costs only, 
based on a 100% load factor. But, un- 
fortunately, aircraft do not fly the 
whole time with all seats filled. 


A 65% average load factor is con- 
sidered to reflect reasonable service to 
the public and sound economics for 
the airline, and it was on this basis 
that calculations were made. With a 
65% load factor, the per seat mile oper- 
ating costs for a 127-passenger DC-8, 
for instance, rose from 1.747 cents to 
2.688 cents. 


Exact Costing 


Armed with direct seat mile operat- 
ing costs to three decimal points, 
knowing the fixed costs of dispatching 
each flight and applying these fixed 
costs on a per mile flown basis for 
each route segment, an airline is able 
to ascertain very accurately what it 
costs to operate a given aircraft type 
over each of its route segments. Add- 
ing these costs, which are peculiar to 
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an individual route segment, on a per 
mile flown basis, considering value of 
service and building in an increment 
for profit, it is possible to come up 
with a fare structure which offers the 
lowest possible fares on all routes, 
consistent with economic reality. 


Some deviations from the calculated 
cost curve must be made with respect 
to very short routes where fares based 
on actual operating costs would be un- 
realistically high. For example, on 
the 10-route sectors operated by TCA 
under 100 miles in length, a flat 
minimum of $7.00 one way has been 
adopted, well below the cost curve 
but closer to meeting the actual cost 
of operation than in past years. 


The new Canadian fares have, I be- 
lieve, achieved an important objective 
in providing logical tariffs applicable 
across the length and breadth of half 
a continent without discrimination. 
For 200 miles of transportation across 
the Western prairies, the passenger 
pays the same fare as one travelling 
200 miles in Newfoundland. 





Edited by BARRY COUTTS, C.A. 
Professor, University of Toronto 


Accounting Research 





ACCOUNTING PROBLEMS IN THE 
Ox INDUSTRY 


It is frequently alleged, by those 
familiar with the situation, that the 
financial statements of companies en- 
gaged in the exploration and produc- 
tion sections of the oil and gas indus- 
try are meaningless, and tell little of 
value regarding the companies’ activi- 
ties. It is claimed that such state- 
ments do not reflect the real income 
or the real value of the companies 
concerned, and thus are no help in 
evaluating their activities or prospects. 
In addition, it is said that oil com- 
pany accounting procedures and tech- 
niques are so varied and inconsistent 
that it is difficult to make comparisons, 
even between the statements of differ- 
ent companies in the industry; and 
that it is completely impossible to 
compare the results reflected with 
those of other industries. 

The accountants actively engaged 
in the affairs of oil companies are, of 
course, familiar with these allegations 
and, since they are largely true, are 
properly concerned about them. This 
concern has, over the years, led to a 
considerable amount of discussion and 
disputation, especially in the United 
States where the greater part of the 
world oil industry has been located. 
The results of these years of consid- 
eration have, however, been disap- 
pointingly inconsequential, and suc- 
cessive surveys which have been made 
over the years consistently reflect a 


wide diversity of practice between 
companies in the industry, and a cor- 
responding lack of faith in the finan- 
cial results reported. 


Study Group Appointed 

When the Canadian oil industry be- 
gan to develop about 10 years ago, it 
was natural for Canadian accountants 
to adopt American practices — di- 
verse and unsatisfactory as they were 
often thought to be. As these prac- 
tices proved more or less inappropri- 
ate under Canadian operating condi- 
tions and tax laws, changes were made 
that resulted in a further element of 
confusion and diversity. The need for 
some accepted standard of accounting 
for the industry in Canada has been 
recognized by those concerned with 
the industries, and various formal and 
informal efforts have been made to 
provide some guidance as to which 
accounting principles should be con- 
sidered to be “generally accepted.” 
The CICA Committee on Accounting 
Research has taken an interest in these 
problems for years, although it has 
not directly studied the problem it- 
self until quite recently. Its first ven- 
ture in the field culminated in the 
publication of R. E. Waller’s book, 
Oil Accounting, in which the prob- 
lems were discussed and distinctions 
were drawn between practices which 
could be considered acceptable and 
those which could not. The opinions 
expressed in this excellent treatise 
were, however, those of the author 
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and the committee did not attempt to 
issue any pronouncements on the sub- 
ject. 


While Mr. Waller’s book clarified 
many of the issues involved and has, 
since its publication, reduced the area 
of divergence in practice, it was con- 
cerned primarily with reviewing exist- 
ing practice, and it did not pretend 
to provide a universal solution to all 
oil and gas accounting problems. As 
a result, differences in practice still 
exist and dissatisfaction with oil com- 
pany statements is still prevalent. 
Recognizing this, and anxious to elim- 
inate, if possible, a situation which is 
a decided embarrassment to the pro- 
fession, the committee appointed a 
special study group in Calgary to 
study the whole question and to try 
to develop a solution to the peculiar 
accounting problems presented by the 
industry's activities. 


Despite the rapid growth of the oil 
and gas industry in recent years, the 
exploration and production activities 
are still restricted to a relatively small 
portion of the country, and the ac- 
countants directly concerned with the 
industry are comparatively few in 
number. As it appears that many of 
the remainder have difficulty in uider- 
standing why difficulties arise in the 
industry, this article will try to ex- 
plain, for the benefit of the latter 
group, the nature of the industry’s ac- 
tivities and the accounting problems 
which arise as a result of it. This 
will provide a basis for understand- 
ing the nature and origin of the prob- 
lems, and a means for evaluating any 
solutions proposed. 


Cost Value Relationship 

There can be no doubt that the 
problems of accounting for the oil 
and gas industry arise as a result of 
the “risky” nature of the industry. This 
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element of risk or uncertainty has the 
effect, first, of eliminating any reason- 
ably predictable relationship between 
the cost incurred in discovering and 
developing oil or gas reserves, and 
the value of the reserves themselves. 
It also produces a situation in which 
the determination of the costs applic- 
able to a particular project is a mat- 
ter of extreme difficulty. 


The absence of any predictable re- 
lationship between costs and values 
is, of course, the direct result of the 
nature of the industry's operations. 
Despite the modern advances in geo- 
logical and geophysical survey meth- 
ods, which have made it possible to 
determine with some degree of ac- 
curacy where the underground struc- 
tures are favourable to the formation 
of oil or gas pools, it is still not pos- 
sible to find out whether or not oil or 
gas in commercial quantities is act- 
ually present without actually drilling 
a well. Since the quantities found, 
and thus the value of the discovery, 
can vary enormously, it is obvious 
that the cost of any specific amount of 
oil or gas in the ground can vary tre- 
mendously and that there can be no 
normal or usual relationship between 
the costs incurred and the values de- 
veloped. 


It is usual for accountants to de- 
fend this lack of relationship, whether 
due to inflation or to other causes, 
by pointing out that balance sheets 
are not meant to reflect present values. 
This is no doubt true to some extent, 
but it is rather an oversimplification of 
the problem since, in most cases, ex- 
cept in times of inflation, balance 
sheets do present a picture of the 
value of the enterprise which, if it 
does not reflect the current market 
values, does at least show the stock 
or supply of useful services available 
for future periods. This is so because, 
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in most cases, cost is the best measure 
of value at the date of acquisition; 
and cost less depreciation, if reason- 
ably computed, does give at least an 
indication of the expected remaining 
store of usefulness. Changes in money 
values do, of course, destroy these re- 
lationships in time, and the very long 
life of most oil and gas fields intensi- 
fies these effects in the accounts of 
oil and gas companies. Even the reso- 
lution of the inflation problem, how- 
ever, would not provide figures for the 
balance sheets of such companies 
which would reflect even approximate 
values and, it seems obvious, there- 
fore, that if the accounts of oil and 
gas companies are to reflect any rea- 
sonable approximation of actual 
value, some modification of the gen- 
erally accepted “cost” principle will 
be required. 


Related Questions 


Consideration of this question also 
raises some related questions regard- 
ing the related “realization” principle. 
If it is considered that cost may not 
be the best measure of value for bal- 
ance sheet purposes, and that some 
recognition of “discovery value” might 
be desirable, the possibility of reflect- 
ing in income any differences between 
the cost of discovering oil or gas re- 
serves. and their value at the date of 
discovery, will inevitably arise. Many 
of those interested in the industrv 
maintain that the recognition of re- 
serve values. at the time of discovery. 
would actually produce a more useful 
figure of periodic income than that 
which is produced by the conventional 
deferral of all profit until the oil or 
gas is produced and sold. This is said 
to be so because the real risk and un- 
certainty in the industry occurs in con- 
nection with the search for oil or gas, 
while the subsequent production and 












sale (at least at the well-head in crude 
or raw form) is almost routine. From 
this, it follows that the real measure 
of success or failure will be found by 
comparing discovery costs and discov- 
ery values. It is, therefore, argued 
that the most useful income state- 
ments would be those reflecting the 
profit or loss on these activities as they 
occur. There appears to be sufficient 
merit in these allegations to warrant 
careful consideration of this aspect of 
the valuation problem in order to de- 
termine whether or not the usefulness 
and significance of the industry’s in- 
come statements would be sufficiently 
increased, by the recognition of dis- 
covery value, to warrant the loss of 
comparability and conservatism which 
the abandonment of the realization 
principle would involve. 


Cost Determination 


These problems relating to the lack 
of a normal cost-value relationship in 
the industry are, however, far less 
troublesome than the purely practical 
problems involved in determining 
cost. The uncertainty and risk that 
destroy the normal relationship be- 
tween costs and values means, of 
course, that a large proportion of the 
costs incurred produce nothing of 
value, and thus can not be related to 
any particular pool of oil or gas. While 
it can be argued that, in theorv, a cer- 
tain number of unsuccessful and un- 
productive ventures is a necessary pre- 
liminary to any successful venture and 
that the costs of such ventures, there- 
fore, relate to the subsequent success- 
ful ones, it is, in practice, extremely 
difficult to allocate such costs in any 
but the simplest cases. 


If oil and gas companies habitually 
operated in the same way as specula- 
tive mining ventures, with each com- 
pany concentrating more or less on one 
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ACCOUNTING RESEARCH 


potentially productive area, the ac- 
counting would be relatively simple. 
All the costs of acquiring exploration 
and development rights, of exploring 
the areas required and of drilling ex- 
ploratory and development wells 
would clearly relate to whatever 
reserves were ultimately discovered, 
and the determination of total and 
unit discovery costs would be pure- 
ly a matter of mathematics and 
geology. This situation, however, 
seldom occurs. Oil companies are 
usually visualized as continuing enti- 
ties which, after an early development 
period, normally have a number of 
ventures or projects in varying stages 
of development with ope-ations going 
on simultaneously in many different 
areas. This situation creates problems 
of allocation, if a reasonable figure 
is to be obtained for the cost of the 
fields ultimately discovered. Some of 
the costs, such as payments for land 
rights and the drilling of successful 
wells, seem to belong, logically, to 
specific reserves of oil and gas. Other 
costs, such as those involved in acquir- 
ing and exploring large tracts of land 
which may contain several pools or 
fields, are less easy to allocate to the 
reserves ultimately discovered. Still 
other costs, chiefly those involved in 
the acquisition and exploration of 
lands which turn out to be unproduc- 
tive, or those incurred in drilling un- 
productive wells (dry holes), are 
impossible to allocate to productive 
properties on the basis of any direct 
physical or logical relationship. 


Special Cost Problems 


Even those costs which, at first 
glance, seem to present few difficulties 
of allocation sometimes present prob- 
lems in certain circumstances. It is, 
for example, the normal or usual prac- 
tice for oil companies in Western Can- 
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ada which are interested in certain 
areas, to acquire, if possible, explora- 
tion permits or reservations from the 
owner of the mineral rights — normal- 
ly the provincial governments. This 
may involve the payment of a substan- 
tial acquisition price, or “bonus”, as 
well as an annual fee or rental. In 
return, the company gets the right to 
explore the area for a period of years 
and to obtain leases or development 
rights to a maximum of 507 of the 
area. It seems clear that, in such 
circumstances, normal accounting pro- 
cedures would require that the costs of 
acquiring such rights and of making 
the preliminary surveys should be ac- 
cumulated and deferred, pending 
evaluation of property. Similarly, the 
costs of drilling exploratory wells, if 
successful, should be deferred or 
“capitalized”, and matched against 
revenues as oil or gas is produced and 


sold. 


It is, however, almost inevitable that 
most of the area covered by the ex- 
ploration rights will be unproductive, 
as will a substantial part of even the 
more favourable portion finally con- 
verted to lease. A large portion of 
the acquisition costs and of the pre- 
liminary exploration costs will, there- 
fore, be incurred in respect of prop- 
erties which ultimately prove to be 
worthless and, although the treatment 
of the whole area as one cost unit 
will permit the ultimate allocation of 
these costs to whatever production is 
ultimately obtained, a decision has to 
be made at some point. Once this has 
been done, some portion of these costs 
are likely to be allocated to what ulti- 
mately prove to be unproductive 
properties. Any costs which are so 
allocated will, of course, present the 
same problems of re-allocation to 
other unrelated properties as are pre- 
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sented by dry holes and completely 
unsuccessful ventures. 


Arbitrary Cost Allocations 


It is therefore inevitable that, in any 
mature company, substantial amounts 
of cost will be incurred which will be 
impossible to relate, on any logical 
or physical grounds, to the pools of 
oil or gas actually discovered. Further 
problems will also arise, even after 
preliminary allocations have been 
made, when properties thought to be 
productive prove disappointing, or 
vice versa, or when wells fail or addi- 
tional wells are found to be necessary. 

Therefore, it becomes necessary if 
constant retroactive adjustments are 
to be avoided and reasonably firm 
figures produced, for each period of 
operations to make more or less arbi- 
trary allocations of some costs or even 
to treat some items as period costs to 
be charged to expense, as incurred. 
Such expenses, of course, will not be 
included in property costs and will 
not be “matched” against the produc- 
tion revenues through the depletion 
charge. 


It is obvious that no two individu- 
als or companies will make the same 
decisions as to which costs can be rea- 
sonably allocated, and which involve 
such abitrary assumptions that ex- 
pensing will produce less distortion. 
Accordingly, it is not surprising that 
no two oil companies make the same 
decisions and that no two oil com- 
panies’ accounts are comparable. 
There is a certain agreement at the 
extremes — almost no one defers or 
capitalizes dry hole costs, which are 
usually considered to be real losses to 
be expensed as incurred. At the other 
end of the scale, almost all compan- 
ies capitalize the costs of drilling pro- 
ductive wells and amortize them on a 
unit of production basis over the life 
of the well. Most companies capital- 
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ize and write off, through a depletion 
charge, the actual costs of land or 
mineral rights, at least for the prop- 
erties for which production is obtain- 
ed. Exploration costs are capitalized 
by some and expensed by some, with 
perhaps a majority expensing all gen- 
eral exploration costs as incurred. 
Wide Cost Variations 

Even among the items capitalized 
or deferred there is a wide variation 
in practice, with some companies de- 
ferring all costs on relatively large 
areas until final evaluation, and others 
writing them off more rapidly as por- 
tions of the whole area are found to 
be worthless. Similar diversity ap- 
pears in the basis used for computing 
depletion and amortization charges 
which vary from individual leases to 
pools or even fields or areas. On 
each item, the company concerned 
supposedly balances the desirability 
of obtaining a “realistic” cost figure 
and a proper matching against the 
claims of conservatism and the reluc- 
tance to carry large deferrals or “un- 
real” assets in the balance sheet. It 
must also be suspected that the deci- 
sions are not unaffected by the state 
of the companies’ profit and surplus. 

The problems, as stated above, arise 
from two sources — the lack of rela- 
tionship between costs and values 
which reduces the significance of a 
balance sheet based on cost, and raises 
questions regarding the desirability 
of reflecting “discovery profits” in the 
income account; and the great ele- 
ment of risk or uncertainty in opera- 
tions which results in substantial 
amounts of unproductive cost which 
cannot readily be matched against 
revenues. Both factors result, in the 
present state of accounting theory, in 
financial statements which are less 
useful than those in other industries 
and suggest a serious need for careful 
study and consideration. 
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Tax Review 


INCOME TAx AMENDMENTS 
Continued 


Tax-paid Undistributed Income 


Subsection 12 of section 82 has been 
amended to modify the rules pertain- 
ing to the transfer of tax-paid undis- 
tributed income from one corporation 
to another. Heretofore, where divi- 
dends were deemed to have been re- 
ceived under section 81, and part of 
the dividend included tax-paid undis- 
tributed income of the payor corpora- 
tion, the recipient’s portion thereof in- 
creased his tax-paid undistributed 
income only if the deemed dividend 
resulted from the capitalization of 
undistributed income. By virtue of 
this amendment, any portion of a divi- 
dend deemed to be received under 
any of the provisions of section 81 on 
or after June 30, 1950, which is out of 
tax-paid undistributed income of the 
payor, will increase the tax-paid un- 
distributed income of a recipient corp- 
oration. 


Section 105(2) is amended to pro- 
vide that “deemed” dividends since 
1949, under section 81, qualify as divi- 
dends in respect of which a corpora- 
tion, other than a subsidiary controlled 
corporation, may elect to pay a tax 
of 15% An amendment to section 
105(2a) extends this privilege to a 
subsidiary controlled corporation that 
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McDonald, Currie & Co., Montreal 


is subsidiary to a personal corpora- 
tion. 


Indirect Payments 

Section 16(1) has been broadened 
immeasurably by the substitution of 
the word “property” for the words 
“money, rights or things”. For 1961 
and subsequent taxation years, a pay- 
ment or transfer of property made to 
some other person shall be included in 
a taxpayer's income if the payment 
or transfer was made at his direction, 
or with his concurrence for his own 
benefit or as a benefit that he desired 
to have conferred. It appears that the 
substitution of the word “property” 
for “money, rights or things” was ne- 
cessitated by a decision in No. 658 v. 
M.N.R. wherein it was held that trans- 
fers of real property could not be 
brought within the term “money, 
rights or things”. 


Registered Retirement Savings Plan 


Effective for 1961 and subsequent 
taxation years, a Registered Retire- 
ment Savings Plan may provide bene- 
fits by way of variable annuities. Sec- 
tion 79B(3) is amended to permit the 
Minister to accept a Registered Re- 
tirement Savings Plan if it provides 
for an amount payable “to any person 
by way of an annuity, to be increased 
or reduced depending upon the in- 
crease or reduction in the value of a 
specified group of assets, constituting 
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the assets of a separate and distinct 
account or fund maintained in respect 
of a variable annuities business by a 
person licensed, or otherwise author- 
ized, under the laws of Canada or a 
province to carry on in Canada such 
business”. 


Interest Payable to Non-Residents 


In December 1960, the Income Tax 
Act was amended to provide that 
virtually all payments of interest by a 
resident of Canada to a non-resident 
would be subject to the 15% tax. One 
of the exceptions was interest pay- 
able in a foreign currency where the 
evidence of indebtedness was issued 
on or before December 20, 1960, to a 
person with whom the payor was deal- 
ing at arm’s length. A further excep- 
tion has now been made. It is pro- 
vided that, where such an obligation 
is assumed by another person, pur- 
suant to the purchase of the property 
that constituted security for the obli- 
gation, the interest payments will con- 
tinue to be exempt from the 15% tax 
if the person taking over the obliga- 
tion undertakes to pay the same 
amount of money on or before the 
same date and at the same rate of in- 
terest. This presumably permits the 
transfer of mortgages and the like. 


Redemption of Shares 


Subsection (2) of section 108 pro- 
vides that if a private investment or 
financial company redeems any of its 
shares, bonds or other securities, or 
discharges capital obligations, any 
payment made is deemed to be the 
payment of a dividend to the extent 
of the company’s surplus as determin- 
ed by regulation. New subsections 
(2a) and (2b) of section 108 provide 
that subsection (2) does not apply if: 


(a) the corporation originally _re- 
ceived Canadian currency (or 
other rights or things readily con- 
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vertible into Canadian currency ) 
for 90% of the face value of the 
security or obligation; or 


the shares redeemed were issued 
as a stock dividend and were 
deemed to have been received as 
a dividend under section 81. 


Apparently the purpose of section 
108(2) is to prevent non-residents 
from using a corporation to avoid the 
tax that they would otherwise pay if 
the income was received directly. 


Section 108(5) is amended to pro- 
vide that an amount included in com- 
puting a shareholder’s income under 
section 16 will now be considered to 
have been paid as a dividend. Pre- 
viously it referred only to section 8. 
Now, benefits received by non-resi- 
dents under either section are taxed 
as dividends. 


Gifts 


In 1958, the Act was amended to 
exempt from gift tax the gift of a 
home to the extent of $10,000, pro- 
vided certain qualifications were met. 
A new subsection (5) to section 112 
provides that, if the gift of a home 
amounts to less than $4,000, it will fall 
within the normal $4,000 exemption 
instead of the home exemption. As 
the home exemption is a once-in-a- 
lifetime proposition, this new provi- 
sion will permit the gift of a $4,000 
home and a subsequent gift of a more 
valuable home. 


Charitable Corporations 


A non-profit corporation constituted 
exclusively for charitable purposes 
must expend 90% of its income each 
year on charitable activities or speci- 
fied gifts to be exempt from tax under 


section 62(1)(f). Effective in 1961, 
a gift to Her Majesty in right of Can- 
ada or a province, or to a Canadian 
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municipality, is included in the gifts 
specified. 


Exploration Expenses 


In computing the income of a tax- 
payer for a taxation year from all as- 
sociations, partnerships or syndicates 
of which he was a member, which 
were formed for the purpose of ex- 
ploring or drilling for petroleum or 
natural gas, the taxpayer may now 
deduct the lesser of: 


(a) the aggregate of his share of such 
expenses for drilling and explora- 
tion in Canada as were incurred, 
after the calendar year 1948 and 
before the end of the taxation 
year, by all such associations 
while he was a member, if the 
expenses were not deductible in 
computing his income for a pre- 
vious taxation year; or 


(b) of that aggregate, an amount 
equal to his income from the 
businesses of all such associations 
for the taxation year. 


The amendment simply permits the 
taxpayer to net his share of expenses 
and income from all associations of 
which he is a member. 


A new subsection (6a) to section 
83A provides that where a predeces- 
sor corporation has paid an amount 
(other than rental or royalty) to the 
a of Canada or a province 
or: 


(a) the right to explore for petroleum 
or natural gas on a specified par- 
cel of land in Canada, common- 
ly referred to as a “licence”, “per- 
mit” or “reservation”; or 


(b) a legal lease of the right to re- 
move petroleum or natural gas 
from a specified parcel of land, 

a successor corporation may deduct 

the payments in computing income in 

certain circumstances. If, before any 
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well came into production in reason- 
able commercial quantities on the 
land, the predecessor corporation sur- 
rendered all its rights for no consid- 
eration, the amounts paid for such 
rights would be considered a drilling 
or exploration expense to it on, or in 
respect of, exploring or drilling for 
petroleum or natural gas in Canada 
during the taxation year in which the 
rights were surrendered. As such, the 
payments would be deductible in com- 
puting the income of the predecessor 
corporation. Where all, or substan- 
tially all, of a predecessor corpora- 
tion’s property is acquired by a suc- 
cessor corporation for shares of the 
latter, or as the result of an exchange 
of shares and the winding-up of the 
predecessor corporation, the successor 
corporation may add to its drilling and 
exploration expenses the cost to the 
predecessor corporation of the rights 
described, if they are surrendered for 
no consideration by the successor 
corporation before a well is brought 
into production. Section 851, which 
deals with amalgamations, is also 
amended in keeping with subsection 
(6a) of section 83A. 


A new paragraph (da) to subsec- 
tion (8a) of section 83A permits the 
deduction by a successor corporation 
of drilling and exploration expenses 
incurred by a predecessor corporation 
which is wound up and has always 
been a wholly-owned subsidiary of the 
successor corporation. 


Corporations whose principal busi- 
ness is the fabricating of metals have 
been extended the privilege of deduct- 
ing expenses incurred in searching for 
minerals in Canada, or exploring or 
drilling for petroleum or natural gas 
in Canada, by an amendment to sub- 
section (8b) of section 83A. Section 
85I is also amended accordingly. 


All of the foregoing amendments 
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are applicable to the 1961 and subse- 
quent taxation years. 


Bond Exchanges 


New section 24A provides for the 
valuation of bonds which are ex- 
changed under certain conditions. 
Where a bond of a debtor is acquired 
by a taxpayer in exchange for another 
bond of the same debtor, the purchase 
price of the new bond and the sale 
price of the old shall be deemed to be 
the purchase price of the old bond, 
provided that the terms of the original 
bond provided for the exchange and 
the amount payable at maturity is the 
same for both bonds. However, where 
the bond exchanged is considered to 
be inventory of the taxpayer, the pur- 
chase price of the new bond and sale 
price of the old will be deemed to be 
the amount at which the latter was 
valued at the end of the fiscal year 


preceding the exchange. The provi- 
sions of this section are applicable to 
the 1961 and subsequent taxation 
years, and if the taxpayer so elects, 
to the 1960 taxation year. 


Family Assistance 


As usual, the provision which deems 
children for whom family assistance 
payments are made, to be children 
qualified for family allowances has 
been extended for another vear. 


Tax Rates 


In accordance with the new fiscal 
arrangements with the provinces, 
corporate tax rates are reduced by 9%, 
effective January 1, 1962. To provide 
for cases where income is earned out- 
side Canada, no reduction of the nor- 
mal corporate rates is made, but sec- 
tion 40 is amended to permit a deduc- 
tion of the lesser of 9% of the taxable 
income earned in a province, or the 
amount of tax otherwise payable, 
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minus the Old Age Security Tax, plus 
the foreign tax credit. 


With respect to individuals, a new 
section 33 provides that an individual 
resident in a province, on the last day 
of the taxation year, who had no in- 
come earned outside a province may 
deduct from his tax otherwise pay- 
able an amount equal to: 


16% of the basic tax for 1962 
17% of the basic tax for 1963 
18% of the basic tax for 1964 
19% of the basic tax for 1965 
20% of the basic tax for 1966 


In those cases where the individual 
either did not reside in a province at 
the end of the year, or had income 
earned outside a province, the deduc- 
tion must be prorated in the ratio that 
the income earned in a province bears 
to his total income for the year. 


Income earned in a province or 
outside a province, for purposes of the 
individual’s credit, is to be determined 
by regulation. It is observed that 
“province” does not include the North- 
west Territories or the Yukon Terri- 
tory. 

Appropriate amendments have been 
made to sections 37, 43 and 85E as a 
consequence of the enactment of this 
new section. 


Expense Accounts 


In his budget speech on June 20, 
1961, the Minister of Finance, Don- 
ald M. Fleming, made this statement: 


“The government has become in- 
creasingly concerned over the evi- 
dence of abuse of some taxpayers of 
the provisions for the deduction of 
amounts expended for the purpose of 
gaining income from a business. The 
question is to what extent amounts 
spent by a firm for the entertainment 
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of its customers and the travelling ex- 
penses of its employees are really 
required in order to gain income. 
Since ours is a free enterprise econ- 
omy, our income tax law assumes 
that the businessman is the best judge 
of the extent to which he should in- 
cur expenses of this nature, and na- 
turally the government has been re- 
luctant to recommend, and parliament 
to impose, rules that would restrict 
him unduly in this respect. However, 
the government has no intention of 
allowing so-called ‘expense account 
living’ to thrive, and I am consequent- 
ly serving notice that, in future, the 
allowance of expenses of this nature 
will be subject to more intensive 
scrutiny. I am hopeful that more 
stringent legislation will not prove 
to be necessary.” 


Unlike many of the provisions of 
the Income Tax Act, this statement 
requires no editorial comment on its 
implications. 


Recent Tax CASES 


Diversion of Profit 


A Canadian subsidiary of two U.S. 
corporations was denied a deduction 
from income for the 50% of the net 
contract profit paid to its parent com- 
panies under an assignment agree- 
ment. 


A contract for construction of a 
pipeline in Canada was assigned by 
two U.S. companies, The Tide Com- 
pany and the Bay Company, to a 
jointly-owned Canadian company, 
formed expressly for the purpose of 
the contract. The parent companies 
agreed to purchase all materials and 
equipment necessary for the construc- 
tion and to supply technical assistance 
when required. The subsidiary was 
to engage, locally, the services of suf- 
ficient labourers to carry out the work, 
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and also the staff necessary to super- 
vise the local labour. 


In consideration for supplying ma- 
terials and technical assistance, the 
two U.S. companies were to receive 
cost plus 10% as “basic compensation”, 
and 50% of the remaining funds after 
certain deductions had been made by 
the Canadian company. 


The Board seemed to be of two 
minds in this case, and a decision un- 
der either of them would not have 
sustained the appellant’s case. Con- 
sidering the terms of the agreement 
between the companies, it was decid- 
ed on the one hand that the “basic 
compensation” (materials plus labour 
plus 10%) payable to the U.S. com- 
panies represented the true compen- 
sation for their efforts and that the 
additional 50% distribution was tanta- 
mount to an appropriation of profits. 
The long standing decision of Mersey 
Docks and Harbour Board v. Lucas 
(1883) was brought to bear in that 
application of profits after they have 
been earned is not allowable as a 
deduction. Alternatively, it was found 
that the agreement provided, amongst 
other things, for the consideration to 
be paid for the assignment of the con- 
tract. If this was so, the 50% distribu- 
tion would have been considered as 
a capital outlay for the purchase of 
the contract, and would not have been 
allowed to reduce the income of the 
Canadian company. 


(The Bay Company (B.C.) Limited 
v. M.N.R.) 


Benefits Conferred 


Company “B”, owned equally by 
Anna and Martha Brabant, sold cer- 
tain equipment with a depreciated 
value of $97,000 to Company “C” for 
$46,000. The sisters-in-law Brabant 
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also owned approximately 99% of the 
shares of company “C”. 

The Minister applied section 16(1) 
in re-assessing the shareholders of 
company “B” on the premise that the 
shareholders had directed or con- 
curred in a payment or transfer of 
“things” to some other person for their 
own benefit, or as a benefit that they 
desired to have conferred on that 
other person. In such a case, the 
shareholders would have to include 
the amount in their incomes as if the 
payment or transfer had been made 
to them. 


The Board had ruled previously 
(No. 658 v. M.N.R.) that “things” 
could not be held to include real 
property by applying certain rules of 
legal construction to the context in 
which the word is used. In this case, 
the Board ruled that section 16(1) 
could not apply in that 
(a) the fair market value of the 

equipment was not proved to be 
more than $46,000 (although this 
was open to argument); 


it was not brought home that the 
taxpayers directed or concurred 
in the transfer of “things”; and 


(b) 


(c) it was not proved that the trans- 
fer was made to the appellants’ 
benefit or as a benefit that they 
desired to have conferred on any 
other person. 


It was concluded by the Board that 
if, in fact, a benefit had been con- 
ferred, it had been done by com- 
pany “B” and not its shareholders. Of 
great interest would be the follow- 
up of the Board’s conclusion and 
a re-assessment under section 16(1) 
of company “B”, wherein it would be 
subject to tax on the benefit “to the 
extent that it would be if the pay- 
ment or transfer had been made to 
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.” it. This would seemingly re- 
quire company “B” to pay a tax on a 
benefit it conferred on itself. 

Anna Brabant v. M.N.R. 
Martha Brabant v. M.N.R. 


OTHER CASES OF INTEREST 


Atkins & Durbrow Limited v. M.N.R. 
(61 DTC 507) 


Legal expenses, incurred to dismiss 
manager, ruled deductible since 
they were incurred in the hope of 
obtaining additional profits from 
sales of product. 


Burrard Export Company Limited v. 
M.N.R. (61 DTC 495) 


Necessary purchase of timber limits, 
to provide fir and hemlock in ex- 
change for spruce, could not be op- 
erated at a profit. Resultant sale 
of limits produces capital gain. 


Gratt, Milton E. v. M.N.R. 
(61 DTC 482) 


Appraisal and municipal assessment 
evidence determines allocation of 
cost between land and building pur- 
chased for lump sum. 


E. H. Pooler & Company Limited v. 
M.N.R. (61 DTC 493) 


Fine for detrimental conduct by 
Stock Exchange member allowed as 
an expense. Fine determined to be 
an internal affair and was laid out 
for the purpose of continuing busi- 
ness. 


Huston, Whitehead and Whitehead v. 
M.N.R. (61 DTC 1233) 


A sum called interest does not make 
it interest. Settlement from War 
Claims Fund paid to three Czecho- 
slovakian ex-patriots for loss of fac- 
tory was alleged to include interest 
and the interest portion taxed by 
the Minister. Court rules that no 
principal sum was payable under 
any law or right on which to com- 
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pute interest and, regardless of the 
make-up of the sum, it was merely 
a grant to individuals. 


Shulman, Isaac., v. M.N.R. 


(61 DTC 1213) 


Lawyer forms company for adminis- 
tration of offices of own law firm. 
Fees paid by law firm to company, 
from which he received no remun- 
eration, held not deductible in com- 
puting his income from the practice. 
Such a deduction, though not ex- 
cluded by the provisions of sections 
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12(1) (a) and 12(2), would artifi- 
cially reduce his income. (Section 
137(1)). 


Société Cooperative Agricole du Can- 
ton de Granby v. M.N.R. (61 DTC 
1205) 


Co-operative allowed deduction of 
amounts paid regularly to certificate 
holders. “Preferred shares” a mis- 
nomer. Payments were pursuant to 
an unconditional promise to pay in- 
terest on borrowed money.  Ex- 
chequer Court overruled. 


Accountant a Key Figure 


This is an accountant-ridden age. 


By keeping the delicate bal- 


ance between research and development, production, sales, and dis- 
tribution, finance must be used to the best possible advantage. It 
must be available when and where it is most needed. Thus the 
accountant today, against the background of the rapid advance of 
technology and mechanization, is a key figure; it is no good increasing 
the production of anything — or products or services or a combination 
of both — if there is no money to increase sales: it is equally useless 
pouring money into research if there is none left to finance produc- 
tion. These are obvious facts, but they are often ignored. Through 
an intelligent approach to management accounting — the interpreta- 
tion in terms of money of the history of the recent past and the plans 
of an industrial or commercial unit for the coming year or years and 
to check whether these plans are bearing fruit in the way planned— 
accountants can make an immense contribution to easing manage- 


ment’s burden. 


—Roger Falk, The Business of Management, 1961. 
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A REVIEW OF 
COST ACCOUNTING 
Part I 
By John R. E. Parker, C.A. 


ALTHOUGH cost accounting has 
many ramifications, its central theme 
is to provide information regarding 
the various expenditures associated 
with the production of goods and 
services. In a broad sense, cost ac- 
counting is concerned with both his- 
torical and future costs and is respon- 
sible for reporting same in such a 
manner as to contribute directly to 
managerial planning and control. 

An important aspect of cost ac- 
counting is the recording phase, which 
may be termed cost bookkeeping; 
however, the most important areas of 
the subject include the analysis, pro- 
jection and interpretation of cost data. 
Essentially, cost accounting consists 
of a sorting and resorting of cost data 
into classifications that facilitate cost 
reporting and control. It must be real- 
ized, however, that careful judgment 
is required in order to ascertain the 
point beyond which incremental infor- 
mation is not worth its incremental 
cost. After all, cost accounting is not 
an end in itself, but merely a means 
to an end. 


Cost and Cost Accounting 
Cost to the layman is a simple con- 
cept. It is the price he pays for some 


article or service that he buys. Thus, 
one man’s selling price is another 
man’s cost. However, in accounting, 
and especially as it relates to manu- 
facturing, cost is not a simple con- 
cept.It is doubtful if there is any other 
term in the accountant’s technical vo- 
cabulary that is used in such a variety 
of ways. In its usage, therefore, it 
must be recognized that cost is re- 
lated to the purpose or purposes it is 
designed to serve. Accordingly, the 
term cost as frequently used is pre- 
ceded by an appropriate qualifying 
adjective, such as fixed cost, standard 
cost, differential cost — to name a 
few examples. The fact that there are 
different costs for different purposes 
also has its repercussions on the meth- 
od used to accumulate cost data. 


Pattern of Cost Behaviour 

Before cost accounting can be prop- 
erly understood, it is necessary to give 
some attention to the inter-relation- 
ship between cost, volume and profit. 
Since some costs do not increase pro- 
portionately with the volume of goods 
sold, theoretically, profits tend to in- 
crease out of proportion as volume 
exceeds the point where the fixed costs 
have been recovered from sales rev- 
enue. For the same reason, profits 
tend to decline more rapidly than 
sales revenue as sales volume declines. 
Furthermore, since unit fixed costs 
vary inversely with volume, the result- 
ing product costs in actual terms also 
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tend to vary inversely with the volume 
produced during the period. These 
difficulties result from variations in the 
behaviour pattern of certain costs. 
Thus it is necessary to recognize the 
fact that certain costs are fixed, that 
is they do not vary with volume, while 
other costs are variable in the sense 
that they tend to vary directly and 
proportionately with the changes in 
the volume of production. 

In practice, however, very few costs 
conform precisely with the commonly 
accepted definitions of fixed and 
variable costs. The separation of costs 
into their fixed and variable compon- 
ents is far from being a clear-cut, 
black or white proposition. Neverthe- 
less, such a classification is extremely 
useful for cost accounting purposes 
and is the basis of many well-estab- 
lished procedures. 

In a literal sense, fixed costs are not 
absolutely fixed; rarely are they con- 
stant throughout the fiscal period or 
from year to year. Generally, as re- 
gards fixed costs, it is tacitly assumed 
that the prices of cost factors will re- 
main unchanged. Obviously, changes 
in property tax rates, insurance 
charges and so forth will bring about 
corresponding changes in fixed costs. 

The significant characteristic of 
fixed costs is that their amount relates 
to the volume of business for which 
provision has been made, rather than 
to the currently prevailing volume. 
The fixed costs are fixed only within 
a limited range of volume fluctuation. 
This is the range which ordinarily oc- 
curs within the fiscal year, or other 
planning period, and which manage- 
ment expects to handle with the 
equipment and organization currently 
provided for. The fixed costs may be 
regarded as fixed in the sense that 
they are outside the control of the 
lower levels of responsibility. More- 
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over, they are fixed by top manage- 
ment decision and, therefore, the sub- 
ject of an entirely different kind of 
decision than the variable costs. 


Cost Allocation 

The majority of fixed costs result 
from long-term cost commitments, 
such as those arising from investment 
in plant and equipment. Accordingly, 
the allocation of fixed costs general- 
ly involves two closely related prob- 
lems. The first problem is an alloca- 
tion of fixed costs as between fiscal 
periods. Following this primary al- 
location, a decision must be made as 
to what portion of the fixed costs al- 
located to a particular period are to 
be absorbed by the production of that 
period. 

Furthermore, fixed costs are usually 
incurred for the benefit of the entity 
as a co-ordinated unit. Therefore, in 
certain circumstances, all or at least 
some portion of the fixed costs repre- 
sent joint or common costs which must 
be allocated to departments, pro- 
cesses, products or other appropriate 
function or responsibility units. Close- 
ly related is the joint and by-product 
situation where various products 
emerge during the course of the pro- 
duction process — all having incurred 


Contributing Editors 


R. N. A. Kidd, C.A., 

McDonald, Currie & Co., Montreal. 
K. H. C. Laundy, C.A., 

Clarkson, Gordon & Co., Toronto. 
Prof. C. L. Mitchell, C.A. 

University of British Columbia, 

Vancouver. 

J. R. E. Parker, C.A., Riddell, Stead, 
Graham & Hutchison, Montreal. 
Prof. J. E. Sands, C.A., University of 

Toronto, Toronto. 








408 


common costs up to the split-off point. 

The practical difficulties in dealing 
with the allocation problem prompted 
Paton and Littleton to state: “Cost al- 
location at best is loaded with as- 
sumption and, in many cases, highly 
arbitrary methods of apportionment 
are employed in practice. Certainly 
it is wise not to take the results of the 
usual process of internal cost compu- 
tation too seriously”. 


Elements of Manufacturing Cost 


By long accepted tradition, manu- 
facturing cost is classified by element 
as direct material, direct labour and 
manufacturing overhead. 

Direct material refers to the costs 
attached to all materials that are an 
integral part of the finished product. 
Certain items of material that are 
actually identifiable with the finished 
product are classified as indirect ma- 
terial and treated as a part of manu- 
facturing overhead. In practice, the 
ease and feasibility with which the 
cost of an item of material can be 
traced to the finished product is an im- 
portant factor in deciding whether the 
item in question will be classified as 
a direct or indirect material cost. 

Direct labour includes all labour 
costs directly expended in the conver- 
sion of the raw material into the fin- 
ished product. As in the case of ma- 
terials, there is also an indirect labour 
classification to which is charged la- 
bour costs not directly expended in 
the conversion process. Examples of 
such charges are the labour costs of 
foremen, maintenance workers and 
others whose work is not directly con- 
cerned with the production process. 

Manufacturing overhead is the 
“catch-all” element of manufacturing 
cost that includes indirect material, 
indirect labour and all other costs that 
cannot be conveniently charged di- 
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rectly to the finished product. Over- 
head costs largely consist of the fa- 
cility costs necessary to provide a 
place to work, machines as required, 
power for the machines, supervision 
and so forth. As such, it is typical for 
the overhead costs to be joint and thus 
require allocation regardless of their 
fixed or variable nature. 

Direct material and direct labour, 
when combined together, are common- 
ly referred to as prime cost. The term 
conversion cost is frequently used in 
reference to the total of direct labour 
and manufacturing overhead. 

For accounting purposes, the total 
manufacturing cost is generally re- 
garded as a product cost. That por- 
tion of manufacturing cost that re- 
lates to finished goods sold during the 
period is transferred to cost of goods 
sold and, as such, becomes a period 
cost to be matched against current 
revenue. 


Cost Accounting Systems 


A cost system may be defined as a 
systematic organization of forms, 
books of original entry, ledgers and re- 
ports co-ordinated to facilitate the 
classification, recording, analysis and 
interpretation of data pertaining to the 
production and distribution of goods 
and _ services. Although numerous 
variations of cost systems are found in 
practice, an essential feature of such 
a system is appropriate integration 
with the general accounting system. 

Cost accounting systems may be 
classified in the following manner: 
(1) by the object or function of cost- 

ing; production, distribution, 
(2) by the nature of the production 
process; job order, process cost- 
ing, and 
(3) by the type of costs used; histori- 
cal or predetermined costs. 

These classifications are frequently 

intermingled in practice so that a giv- 
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en system usually exhibits character- 
istics common to more than one classi- 
fication. Thus it is quite appropriate, 
for example, to find some job order 
systems that utilize historical costs, 
while others make use of predeter- 
mined cost data. 

Standard and estimated costs are 
often classified as cost accounting sys- 
tems. More accurately, however, these 
are simply predetermined costs that 
may be used with either a job or pro- 
cess cost system. 

Job cost accounting is concerned 
with determining the cost to produce 
each specific order or job. Although 
production for stock is not uncommon, 
in general, job costing is applied 
where products are manufactured by 
specific order, frequently to customer 
specifications. The essential charac- 
teristic of job costing is the continuous 
identification of both output and costs, 
and thus the assignment and accumu- 
lation of costs on the basis of specific 
orders for jobs. 

Process costing, on the other hand, 
is concerned with determining the 
unit cost of production during a 
period of time. The process cost sys- 
tem is appropriate where production 
is conducted by continuous operations, 
and thereby the end product or prod- 
ucts are basically similar or standard- 
ized. Under such circumstances, pro- 
cess costing procedures are necessary 
because the costs assignable to the 
product cannot be conveniently iden- 
tified with, or assigned to, specific 
orders of goods. The essential char- 
acteristic of process costing is the ac- 
cumulation of costs by processes, de- 
partments or operations, and the sub- 
sequent averaging of costs over units 
produced. 


Historical Cost Systems 


Historical cost systems record and 
summarize the actual costs as they 
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occur. It generally follows, therefore, 
that the costs can only be determined 
after the related manufacturing opera- 
tions have been performed. Under an 
actual cost system, the product is 
charged with the actual cost of ma- 
terial and labour, and a portion of 
the manufacturing overhead, which 
is often applied to production on a 
predetermined basis. 

Although they are rarely shown as 
such, predetermined overhead rates 
actually consist of two parts; a rate 
that charges actual variable costs in- 
cluded in overhead, and a rate that 
distributes fixed costs usually on the 
basis of normal capacity. The use 
of predetermined overhead rates tends 
to: (1) minimize the effect of fixed 
overhead on short-run variations in 
volume, (2) eliminate the influence of 
seasonal variations in the incidence of 
certain items included in manufac- 
turing overhead, and (3) eliminate 
the delay otherwise encountered in 
developing product costs. 

The principal advantage of a his- 
torical cost system is the detailed rec- 
ord of actual costs that such a system 
provides. This is particularly import- 
ant where work is undertaken on a 
cost-plus-fixed-fee basis. 

However, historical cost systems, in 
addition to their characteristic delay 
in developing cost data, fail to pro- 
vide an adequate measure against 
which to compare actual costs for con- 
trol purposes. In addition, a histori- 
cal cost system generally involves 
more clerical work than systems that 
utilize predetermined costs. 

For control purposes, the actual 
costs at any given time are, for the 
most part, relatively meaningless. 
They become meaningful only when 
compared with other figures which are 
a suitable basis of comparison. Thus, 
for control purposes, it is the variation 
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between these figures, and not the fig- 
ures themselves, which are most sig- 
nificant. This well known concept is 
commonly referred to as the principle 
of exception, or management by ex- 
ception. 

A cost system that utilizes predeter- 
mined costs greatly facilitates the con- 
trol of costs by providing an appropri- 
ate measure against which to compare 
actual costs. Although predetermined 
costs must always be realistic, and 
therefore subject to revision, once they 
are established it is not necessary to 
calculate the cost of each separate lot 


CONSOLIDATIONS (Part IT) 
By K. H. C. Laundy, C.A. 


This is the second of a series of 
six articles on consolidations. This 
article and the next one deal with the 
calculation of goodwill, minority in- 
terest and consolidated surplus. Fu- 
ture articles will explain the prepara- 
tion of consolidated financial state- 
ments. 


GoopwIiL! 


What is Goodwill? 

Goodwill, as the term is used in 
consolidation problems, is the differ- 
ence between the cost of the shares 
in a subsidiary company and the book 
value of those shares. Goodwill may 
arise for a number of different rea- 
sons, such as: 


1. When the assets of the subsidiary 
are carried at values different from 
what the parent is willing to pay 
for them. 

When the subsidiary is earning 
more or less than other compar- 
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or order of goods that moves through 
the production process. Thus a pre- 
determined cost system generally pro- 
vides for the early availability of cost 
data and, at the same time, eliminates 
a considerable portion of the clerical 
work associated with a historical cost 
system. While the lower operating 
cost and greater flexibility of prede- 
termined cost systems are important 
advantages, they do not represent a 
pure gain. In practice, these advant- 
ages are usually achieved at the ex- 
pense of detailed information pertain- 
ing to the actual costs. 


able companies in the same line 
of business. 


When a company wishes to buy 
out a competitor. 


Where a fortuitous purchase oc- 
curs. 


Computation of Goodwill 

The following rule can be used to 
compute goodwill: 

Deduct the book value of the sub- 

sidiary’s shares at the date of pur- 

chase from the cost of those shares 
to the parent company. 

For example, if the cost to the par- 
ent company of all the common shares 
of a subsidiary company is $110,000 
and the book value of those common 
shares, as shown by the books of the 
subsidiary company, is $100,000, the 
goodwill will be computed as the 
difference between the $110,000 cost 
and the $100,000 book value, or a fig- 
ure of $10,000. 

The book value of stock will include 
all of those shareholders’ equity items 
applicable to the particular class of 


1 For a comprehensive discussion of goodwill see “Valuation of Goodwill” by A. J. 
Little and “Accounting for Goodwill” by R. B. Dale-Harris in The Canadian Chartered 
Accountant, volume 74. 
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stock. Assume, for example, the fol- 
lowing equity section of a balance 
sheet at September 30, 1960: 


Capital stock: 
Authorized and issued — 
2,000 5% cumulative preferred shares 
of a par value of $100 each 
60,000 common shares of no par value 


Surplus: 
Contributed surplus — 
Premium on issue of preferred shares 
Distributable surplus 


Earned surplus — 
Appropriated as a reserve for 
contingencies es 
Retained for use in the business 
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were participating, part of the re- 
tained earnings could be allocated to 
them. Some accountants, however, 


$200,000 


600,000 $ 800,000 


$ 15,000 


75,000 $ 90,000 


175,000 305,000 


215,000 


$1,105,000 


Note: Preferred dividends are one year in arrears. 
The book value of the common stock would be computed as follows: 


Common capital 3 

Surplus applicable to common — 
Contributed surplus . 
Earned surplus . 


Less preferred dividends in arrears 


Book value of common stock 


$600,000 


$ 90,000 
215,000 


305,000 


The book value of the preferred stock would be: 


Preferred capital 
Add dividends in 


arrears 


Book value of preferred stock 


The premium on issue of preferred 
shares is part of the common equity 
because there is no way in which it 
can be obtained by the preferred 
shareholders. If the preferred shares 
were redeemable at a premium, then 
their book value could be calculated 
as their redemption value plus accrued 
dividends; or, if the preferred shares 


10,000 


$210,000 


maintain that only the par value plus 
accrued dividends should be reflected 
in the book value calculation. 

If all the common shares in this ex- 
ample were bought for $937,500, the 
goodwill on purchase would be: 

Cost of common stock . $937,500 
Book value of common stock . 895,000 


GGOCWHE Eis Re wv 8 42,500 
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If the subsidiary company pays a 
dividend in excess of earnings since 
acquisition, the proper accounting on 
the parent’s books is to credit the 
excess dividend to the investment ac- 
count. The cost of the investment to 
the parent will then be the original 
cost less the dividend out of pre- 
acquisition surplus. The goodwill will 
not be affected by this payment, since 
both the parent’s cost and the parent’s 
share of the book value of the sub- 
sidiary’s shares will be reduced by the 
same amount. If, in the above ex- 
ample, a $10,000 profit were earned 
by the subsidiary during the year fol- 
lowing acquisition and a $20,000 di- 
vidend paid, the parent would record 
the receipt by crediting $10,000 to in- 
come and $10,000 to its investment 
account. This would reduce the cost 
of the investment to $927,500. On the 
subsidiary’s books, the equity in the 
common stock as at the date of pur- 


chase by the parent would be reduced 
by $10,000 to $885,000. Goodwill 
therefore would be: 


Adjusted cost 
Adjusted book value 


Goodwill 


No difficulty arises when the cost of 
shares is less than their book value. 
There is then simply a negative good- 
will rather than a positive goodwill. 


When a company buys less than 
100% of the share capital, the cost of 
the percent purchased is compared 
with the book value of the percent 
purchased. If, in the above example, 
only 80% of the common shares were 
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bought at a cost of $750,000, goodwill 
would be computed as: 


Cost of 80% of common stock ........$750,000 
Book value of 80% of common 
stock ($895,000 x .8) ........... 


Goodwill 


Balance Sheet Presentation 


The commonest way of dealing with 
goodwill has been to show it on the 
balance sheet as an intangible asset 
called “goodwill” or “excess of cost 
over book value of investment in sub- 
sidiary company”. The balance sheet 
presentation should preferably depend 
on the reason behind the goodwill 
payment. If the payment recognized 
a willingness to pay more for the 
assets than their book values, then the 
goodwill should be allocated to the 
specific assets under-valued. For ex- 
ample, a goodwill figure of $10,000 
might arise because the parent com- 
pany, after appraising the subsidiary’s 
fixed assets, was willing to pay $190,- 
000 for buildings carried on the sub- 
sidiary’s books at a cost of $180,000. 
This goodwill should be added to the 
figure for buildings, and the consoli- 
dated balance sheet would show 
“buildings at cost $190,000”. The 
goodwill would then be written off by 
depreciation charges over the life of 
the buildings. If the goodwill arose 
because of excess earning power in 
the subsidiary company, the first men- 
tioned balance sheet presentation 
would probably be used with consid- 
eration being given to the writing off 
of goodwill over a period of years 
against consolidated earnings. If the 
goodwill arose as the result of buying 
out a competitor company, then it 
may immediately be written off 
against consolidated earnings or con- 
solidated earned surplus, or amortized 
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over a period of years against con- 
solidated earnings. 

The balance sheet presentation of 
negative goodwill should also depend 
upon the reasons giving rise to it. If it 
arose because the assets were over- 
valued, then the goodwill should be 
allocated to the specific overvalued 
assets, thus reducing their value to the 
cost to the parent. The goodwill 
would then be written off through de- 
preciation adjustments over the life 
of the assets. If the negative goodwill 
arose because of a lack of earning 
power in the subsidiary company, or 
because of a fortuitous purchase, then 
the figure should be shown as “excess 
of book value over cost of investment 
in subsidiary company” in the equity 
section of the consolidated balance 
sheet and be taken into income in 
future periods. 


Minority INTEREST 


What is Minority Interest? 

Minority interest arises where a 
parent company purchases less than 
100% of the shares of a subsidiary 
company; the difference between the 
majority interest and a 100% interest is 
the minority interest. 


Computation of Minority Interest 
The following rule can be used to 
calculate the minority interest: 
Apply the minority shareholding 
percent to the closing balances in 
the equity accounts, i.e. the balances 
at the date of consolidation. 
A simple calculation of the minor- 
ity interest would be as follows: 
If the parent company owns 90% of 
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the subsidiary company stock, then 
there is a 10% minority interest. If the 
book value of the total subsidiary 
stock is $100,000 at the date of con- 
solidation, the minority is simply the 
minority shareholding percentage, that 
is 10%, applied to the $100,000. The 
minority interest, therefore, is $10,000. 

Assume that “A” Co. Ltd. pur- 
chased 80% of the common stock of 
“B” Co. Ltd. for $750,000. “B” Co. 
had both common and preferred stock 
outstanding, the common having a 
book value of $895,000 and the pre- 
ferred $210,000, at date of purchase. 
One year after purchase, “A” Co. 
wishes to calculate the minority in- 
terest in “B” Co. The book value of 
the common shares has increased by 
$30,000 as a result of profits less di- 
vidends; the book value of the pre- 
ferred stock is unchanged. Using the 
above rule, the minority interest 
would be calculated as: 
Minority interest in common stock— 

20% of ($895,000 + 30,000) ... $185,000 
Minority interest in preferred 


stock — 100% of $210,000 210,000 


....$395,000 


Total minority interest ............ 


Balance Sheet Presentation 
The minority interest in the balance 

sheet is normally shown immediately 
above the shareholders’ equity section. 
Sometimes the presentation shows sep- 
arately the interest in preferred equity 
and the interest in common equity; 
frequently only one figure is shown 
such as: 

Minority interest in capital and 

surplus of subsidiary company. 
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MAGAZINE ARTICLES 
ACCOUNTING 


“THe ACCOUNTANTS ROLE IN INDUS- 
TRIAL MARKETING’, by John T. O’Mal- 
ley, N.A.A. Bulletin, June 1961. 


Mr. O’Malley comments on the ac- 
countant’s contribution to marketing 
research and distribution cost analysis, 
with emphasis on marketing expense 
— that is, sales personnel cost, adver- 
tising and promotions, and distribu- 
tion expenses. 


An exhibit illustrates how “natural” 
expenses may be allocated according 
to marketing functions such as selling, 
advertising, financing, order handling, 
sales supervision, etc. One of the 
great pitfalls in such allocation is the 
acceptance of surmisals by the sales 
department as to the time and effort 
spent on specific products or function- 
al activities. This means that the re- 
distribution of customary or “natural” 
expenses must be carefully analyzed 
and explained. 


The key to accurate distribution 
cost analysis, Mr. O'Malley says, is the 
proper allocation of overhead and, to 
do this, it is necessary to know the 
marketing functions in order that all 
related costs can be included. Na- 
tural expenses are allocated by some 
measurable unit, such as volume of 
sales, volume of other costs, floor 
space or time studies. Expenses which 
cannot be logically allocated are best 
shown as separate costs, to be de- 
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ducted from the profit margins. Na- 
tural expenses may often have to be 
apportioned into several parts so that 
each marketing activity will have its 
proper share. 

In order to complete the study of 
the net profit of products, by product 
line, information will be required on 
annual sales of each product line, 
gross profit for each product, average 
inventory carried for each line, stor- 
age space taken up by finished goods 
for each product, and total lines of 
billing on invoices for each product. 


FINANCE 


“How Nor to Sett Your Company,” 
by Robert L. Chambers. Harvard 
Business Review, May-June 1961, 
pp. 105-108. 

Mr. Chambers points out the dan- 
gers inherent in selling a company, 
and offers suggestions which will help 
avoid disappointments. The best time 
to seek an association is probably 
when a company’s future is bright. It 
is important, however, to decide firmly 
whether association is advisable or 
not and, if it is, then careful planning 
should precede action. Among the 
pitfalls that may be encountered are 
the “business brokers” who profess to 
offer very advantageous conditions. 

Part of the planning will be consul- 
tations with bankers and lawyers, but 
it is important to do one’s own think- 
ing as well. What exactly are the ob- 
jectives of the association, for in- 
stance — to “clear out” or to “stay 
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in’? If it is to stay in, then obvious- 
ly an advantageous association will 
be one which will lead to greater pro- 
fits than are obtainable by the two 
units separately. It is important, 
therefore, to look out for such an 
opportunity. 

The companies that meet the re- 
quired standards must then be care- 
fully examined. When a decision on 
a particular associate is reached, the 
approach must be such as to place the 
company seeking the association on 
advantageous ground. It is better 
“to be pursued” than “to be the pur- 
suer’, and efforts must be made to 
entice the other company into desir- 
ing an association. This might be 
done through a friend, a lawyer, a 
banker, a public accountant, or a 
business associate. It might, perhaps, 
be even better to approach the other 
company personally, once one is sure 
of all the relevant facts, and place the 
cards on the table. In any case, be- 
fore a final decision is taken, it is wise 
to meet not only presidents and kev 
executives of companies that have al- 
ready joined the association, but also 
employees lower down the scale, and 
even personnel that have since left. 

In a matter like this, the writer con- 
cludes, “care is more important than 
time.” 


MANAGEMENT 

“SIZING UP THE COSTS OF RESEARCH 
AND ENGINEERING ABROAD’ by John B. 
Bennet. Management Review. June 
1961; pp. 49-55. 

Mr. Bennet emphasizes the vital 
importance to the competitiveness of 
a firm in controlling the costs of re- 
search and engineering. These costs, 
he says, have led many companies 
to seek foreign sources to carry out 
some or all of their engineering work, 
and that although the basic mechanics 
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of analysing and evaluating the costs 
of research and engineering abroad 
are the same as in America, there 
are differences in the manner of ob- 
taining the information and its uses. 
Some differences discussed by the au- 
thor are in organizational aspects, es- 
pecially in reporting relationships and 
the classification of personnel. The 
object of the analysis, he says, is to 
find out what individual pieces of 
engineering work are costing. These 
are then put together in any desired 
combination to find out the engineer- 
ing costs for single products as well 
as for entire business operations. 


There is also the language barrier 
and it is necessary to prepare a de- 
finition of basic terms. There should 
be agreement on the technical fields 
involved in the work done by the com- 
pany. The classification of technical 
personnel, the titles, and the product 
groups should all be clearly under- 
stood, and the total engineering effort 
should be divided into major func- 
tional areas. 


In this way, Mr. Bennet believes 
North American companies could find 
out how technical performance abroad 
compares in effectiveness to research 
and engineering here, and whether 
the functional distribution is effective. 
Research and engineering costs must 
naturally be related to sales and pro- 
fits. This will make possible the 
separation of those products whose 
engineering costs are worthwhile from 
those which are not. 


The proper interpretation of the 
analysis will ensure the most ad- 
vantageous distribution of technical 
skills throughout an organization. It 
will also enable management to de- 
cide what type of plant should be 
built, what companies should be ac- 
quired and what operations should 
be limited. 
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“Joss AND WorkING CONDITIONS IN 
THE Sixties” by George S. Odiorne, 
Michigan Business Review, March 
1961, pp. 18-22. 


In this article, Dr. Odiorne, of the 
University of Michigan, asserts that 
administrative and human problems 
will present the greatest challenge to 
managers and businessmen in the 
“sixties”. The advantages of decent 
working conditions will be available 
to almost all workers, but it will be 
necessary to evolve means to make 
self-expression in work possible and 


enhance its dignity. 


During the “sixties”, according to 
the author, about 26 million young 
people are expected to enter the la- 
bour force, and some 15 million 
people will leave. In this process, 
many unskilled and semi-skilled work- 
ers will be replaced by service, cleri- 
cal and sales employees. The new 
emphasis on the white collar worker 
will weaken the union movement, but 
its membership will be tighter. 


The decreasing demand for un- 
skilled jobs is already apparent, Mr. 
Odiorne continues, and the tendency 
for the unskilled is to seek security 
and dig their roots deep into their 
job and their community. 


There are said to be about 8.5 mil- 
lion skilled workers in the United 
States, divided into 15 or 16 major 
occupational categories. By 1970, Mr. 
Odiorne estimates there will be about 
11 million skilled workers, and there 
will be changes in the composition of 
the skilled labour force. A shortage 
already exists in the number of skill- 
ed workers, and the author predicts 
that this will increase, for there is 
too small a difference in the rewards 
of the skilled and unskilled. This is 
partly the fault of the unions which 


have insisted on flat increases of 
“cents per hour”. In addition, an oc- 
cupational snobbery is influencing 
more and more young people towards 
a college degree rather than an ap- 
prenticeship. 

There is, finally, an increase in the 
demand for professional and manager- 
ial posts and a growing realization of 
the importance for training men for 
leadership in such positions. 

To meet the requirements of growth 
in the next decade, more education 
will be necessary to develop the abili- 
ties of young people to the full, the 
author concludes. 


RESEARCH AND DEVELOPMENT 


“LONG-RANGE PLANNING OF INDUSTRIAL 
REsEARCH” by James Brian Quinn, 
Harvard Business Review, July- 
August 1961, pp. 88-102. 


This article presents observations 
resulting from a two-year study, and 
interviews with more than 120 top 
research, operating and planning 
executives. Emphasis is laid on the 
importance of long-range research and 
development planning, and on the 
role of top management decisions 
which affect such planning. Tech- 
niques which successful concerns have 
used in dealing with important top 
management questions are also pre- 
sented. Meaningful objectives should 
be established to guide research, says 
the author, and these must be under- 
stood by all key decision makers so 
that they might act in concert to 
achieve results. A number of ques- 
tions are suggested as aids to defining 
company goals, and they are exam- 
ined critically. In considering the 
question of what business the com- 
pany wants to be in, for example, 
top managers should look at the func- 
tions their products perform, rather 
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than the particular technique by 
which a product achieves its purpose. 

The author stresses the importance 
of both research people and operating 
management being aware of the com- 
pany’s long-range technological needs 
and capacities. These, he says, are 
discovered by means of economic, 
sociological and technological fore- 
casting. But forecasting is not plan- 
ning, and the information must be 
converted into goals, policies, pro- 
grammes and procedures to guide ac- 
tions. Thirdly, says Mr. Quinn, re- 
search must fit into the company’s 
overall business strategy. Where is 
the company to concentrate its re- 
search efforts? To what extent should 
it be in touch with the scientific com- 
munity? Should it virtually ignore 
developing technology? 

Finally, suggests the author, project 
rankings and programme balance 
should reflect appropriate business 
judgments. An individual programme 
analysis is probably necessary, with 
other criteria used only as general 
checks. Essentially, project selection 
for an integrated research programme 
is likely to follow a three-step se- 
quence: planning technology for 
present products; foreseeable new 
products; and entirely new applica- 
tions. 


FOREIGN TRADE 

“MEETING FOREIGN COMPETITION,” 

Management Review, May 1961, pp. 

4-25. 

1. “The Handwriting on the Wall” by 
John Maggard, pp. 4-15. 

2. “Guides to Action” by Gerald 
Fisch, pp. 16-25. 

The authors of these articles pin- 
point problems facing American man- 
ufacturers in foreign markets, and sug- 
gest remedial actions that can be tak- 
en by business, labour and govern- 
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ment. Many of their observations, 
while directed towards U.S. readers, 
are also relevant to Canada. 


In the first article, John P. Maggard 
briefly surveys some aspects of the 
balance of payments problem in the 
United States. In his own words, “an- 
other gold rush is in progress in the 
United States; the prospectors being 
the owners of dollar accounts abroad, 
who are choosing to trade these dol- 
lars for gold claims.” 


The unfavourable position in the 
overall balance of payments is only 
partially explained by the various pro- 
grammes of loans, gifts and grants. 
The principal cause, according to 
Maggard, is the unfavourable trend in 
the merchandise account itself. From 
1953 to 1958, imports increased by 
77%, while exports increased by only 
27%. 

A number of reasons are suggested 
for the relatively slow growth of Am- 
erican sales abroad, the most import- 
ant being high prices. Others include 
restrictive discrimination on the part 
of many importing countries, the half- 
hearted marketing efforts of many 
American exporters, and the problem 
of American firms getting into the 
competitive picture through their sub- 
sidiary plants abroad. 


Numerous examples of relatively 
higher prices in the United States are 
cited, and estimates from a recent is- 
sue of “Steel” are quoted to show the 
number of jobs lost to American work- 
ers as a result of foreign competition. 
Furthermore, this competition be- 
comes more serious when it is added 
to competition from American-owned 
subsidiaries. The author concedes 
that profits from foreign investments 
return to the United States, but ar- 
gues that products manufactured 
abroad and sold to an American mar- 
ket area are bound to lower the de- 
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mand for these products from the 
United States. For example, auto- 
mobile tires manufactured in Fire- 
stone’s South African subsidiary and 
subsequently sold in Western Europe 
will probably reduce the number of 
tires manufactured in Akron, Ohio. 
The impact is even greater when Am- 
erican firms ship foreign produced 
articles back into the U.S. market. 


It is important, in the author’s opin- 
ion, that organized labour recognize 
the danger to markets abroad of the 
wage price spiral. The friendly com- 
petitors of the United States are now 
quite capable of competing in any 
part of the trading world, including 
the domestic markets of the United 
States. In addition, he concludes, 
there is the communist threat “to bury 
us’ in open economic competition. 


Gerald Fisch, in the second article, 
suggests, first, that American exporters 
should know much more about foreign 
markets and foreign business prac- 
tices. Advertising and promotion 
should be appropriate to each partic- 
ular country. Each individual market 
and each segment of the market 
should be studied, he says, and the 
product, the package, the promotions 
and the entire sales effort designed to 
fit. 


Secondly, the price advantages en- 
joyed by many imported goods can 
be overcome to some extent by simpli- 
fying product lines, by offering less 
variety and eliminating many super- 
ficial variations of types, styles and 
colours. Similarly, more use should 
be made of substitution. For example, 
a full economy jet flight is as profit- 
able as a full first-class propeller flight. 


Labour costs are naturally an im- 
portant element in pricing. Labour 
and management should realize the 


importance of working together. Fur- 
thermore, organizational and person- 
nel programmes should be re-evaluat- 
ed. The specialist, for example, should 
not be rewarded by being made an 
administrator. Again, overhead costs 
may be reduced. Foreign companies 
with the same number of workers in 
the plant often have a salaried ad- 
ministrative staff a third the size of 
their American counterparts. Finally, 
the merits of decentralization should 
be re-examined. ° 


Finally, says Fisch, government 
could take steps additional to those 
already taken. One of these, in the 
U.S. anyway, is a revision of the anti- 
trust laws, which appears to place 
American industry at a disadvantage. 
Another is a “radical” revision of the 
tax structure of the United States. 
Among proposals put forth so far are 
those that would reduce steeply grad- 
uated income tax to a point where the 
top tax rate would be less than 50%. 
Also needed is a more realistic policy 
on depreciation allowances. 


“Rapmw GrowrH OF COMMON MARKET 
Spurs Import DEMAND” by Walter 
Buchdabil. Foreign Commerce, July 
31, 1961, pp. 5-7 and 39. 


The economic growth of the Euro- 
pean Economic Community has bene- 
fitted every major trading area, and 
further growth, although at a slower 
pace, is expected. In this article, im- 
port trends are given in some detail. 


Imports from the United States, in 
the last three years, have been rising 
at an increasing rate, and this trend 
is expected to continue in 1961. De- 
velopments in the future will depend 
on the continuation of favourable eco- 
nomic conditions within the Commun- 
ity, and of liberal trading policies. It 
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is also said to depend on the aware- 
ness of outside businessmen of the 
potentialities of the EEC market, and 
on aggressive trade promotion pro- 
grammes within the area. 


The industrial-production index in 
the EEC area, excluding building and 
foodstuff industries, rose from 100 in 
1958 to 121 in 1960, and to 128 in 
February, 1961. Italy's growth was 
the most pronounced, while Belgium 
experienced the smallest growth. By 
industry, the greatest increase was in 
chemicals with a production increase 
of more than 25% over 1958, followed 
by the paper and cardboard industry 
and the metal working industry. 


Total imports, including imports 
from each other and from non-EEC 
sources, increased from $23 billion in 
1958 to $29.5 billion in 1960. Of this, 
about one-third is from non-EEC 
sources. Imports from North America 
were about 10% lower than those from 
EFTA countries in 1958. In 1960, they 
were about equal. 


Imports of raw materials showed 
the sharpest increase, followed by im- 
ports of machinery and_ vehicles. 
Foodstuffs, beverages and_ tobacco 
showed minor increases, while imports 
of mineral fuels declined. 


BOOK REVIEWS 


“Canadian Estate Tax” by M. B. 
Jameson; published by Butterworth 
& Co. (Can.) Ltd.; 633 pages; $22.50. 

In his foreword to Mr. Jameson’s 
book, James T. Gow, Q.C., has aptly 
concluded as follows: “Any newcomer 
into this field need no longer feel the 
tremendous disparity between his 
knowledge and that of the fully ex- 
perienced practitioner.” 

Mr. Jameson’s intention is primar- 
ily to explain the practical application 
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of the Act. His comments on sections 
relating to the calculation of tax are 
illustrated by practical examples; the 
appendices include an example of a 
completed ET60 estate tax return. 
The Estate Tax Guide issued by the 
Department of National Revenue as 
well as the various prescribed forms 
are also reproduced in the appendices. 
His commentary on topics such as 
domicile, the scope of which is ex- 
tremely wide, is restricted to an out- 
line of the general principles which 
the estate tax practitioner will require 
in his every-day practice. 


The chapter on situs of property 
should prove to be particularly help- 
ful to the practitioner. Accountants 
who have had occasion to deal with 
estates with assets situate in either 
Ontario or Quebec have presumably 
shared the feelings experienced by 
this reviewer in determining the dif- 
ferences between the situs rules con- 
tained in sections 9 and 38 of the Ks- 
tate Tax Act and the commen law 
rules which are applicable for provin- 
cial succession duty purposes. Such 
differences have been clearly outlined 
by Mr. Jameson in comparing the 
statutory and common law rules ap- 
plicable to each type of property. 


That Mr. Jameson is primarily con- 
cerned with the practical application 
of the Act is further evidenced by the 
fact that, in interpreting the provi- 
sions of the Act, he has relied mainly 
upon such Canadian case law under 
the Succession Duty Acts as is ap- 
plicable to the Estate Tax Act, and 
upon Departmental practice, with 
only the minimum of reference to 
English case law. While English case 
law on the subject may be important 
in resolving the more technical death 
tax problems that may arise, Mr. 
Jameson’s decision to refrain from 
drawing comparisons with English 
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law renders his book of greater ap- 
peal to the student of death taxes and 
to the practising accountant than to 
the specialist. 


It is not to be assumed, however, 
that the theoretical aspects of the 
law have been ignored completely. 
For example, Mr. Jameson is appar- 
ently somewhat concerned about re- 
cent Australian decisions which ap- 
pear to conflict with earlier Cana- 
dian cases on the subject of gifts with 
reservation of a benefit, and the Aus- 
tralian cases have been considered in 
some detail. 


As is common in many first editions, 
the book does contain occasional 
errors. There also appears in parts 
to be an undue repetition of statutory 
provisions. However, these flaws de- 
tract only in a minor way and are 
readily apparent. 


In short, Mr. Jameson’s section-by- 
section analysis of the Act (including 
the 1960 amendments) should pro- 
vide the student with an excellent 
background to the principles of estate 
taxation. 

C. B. MircuHe tt, C.A. 
Toronto, Ontario 


“Financial Statement Analysis”, Third 
Edition by John M. Myer; pub. by 
Prentice-Hall Inc., Englewood Cliffs, 
New Jersey; 276 pages; $3.95 cloth — 
$2.00 paperback. 


The earlier editions of this book 
should be familiar to the reader, as 
it has been used for some years in 
the C.A. course of instruction. Al- 
though not incorporated in the book, 
the author has prepared problems that 
may be used as a teaching aid in 
conjunction with the book. 

The format divides the subject of 
financial statement analysis into its 
theoretical background and its prac- 


tical application. Throughout the book 
the author has incorporated current 
accounting trends. It is unfortunate 
that the book does not include an in- 
tegrated discussion of the current de- 
bate regarding uniformity versus 
flexibility of accounting principles. 
This edition includes an enlarged dis- 
cussion of price level adjustments with 
an illustrated case that utilizes price 
indexes to eliminate changes in pur- 
chasing power. The author has in- 
cluded several interesting thoughts 
for use in analysis of statements for 
specific purposes such as credit and 
business investigations. 


As a reference, the book should 
prove useful to those requiring a 
basic treatment of the subject. It is 
useful as a teaching aid because of 
the subject’s broad treatment. 


H. G. Scuaerer, C.A. 
Montreal, Quebec. 


Correction 
It was erroneously reported in the August 
issue of The Canadian Chartered Account- 
ant that the price of “The Television Busi- 
ness”, by Warde B. Ogden, was $1.00 per 
copy. The publishers, the Ronald Press 
Company, have asked us to note that the 
price per copy is $6.00. 
Publishers’ Addresses 
Management Review, American Management 
Association Inc., 1515 Broadway, New 
York 36, N.Y. 
Michigan Business Review, University of 
Michigan, Ann Arbor, Michigan. 
Harvard Business Review, Graduate School 
of Business Administration, Harvard 
University, Boston, Mass. 
N.A.A. Bulletin, 505 Park Ave, New York 
22, N.Y. 


Prentice-Hall Inc., Englewood Cliffs, N.J. 


Butterworth & Co. (Can.) Ltd., 1367 Dan- 
forth Ave., Toronto, Ont. 


Foreign Commerce Weekly, U.S. Dept. of 
Commerce, Washington, D.C. 


—~— => 


=~ =— DO 7.4 @& 





ld 


is 


of 


of 


Edited by G. H. COWPERTHWAITE, C.A. 
Peat, Marwick, Mitchell & Company, Toronto 


Office Equipment Review 


DicraTiINnG EQUIPMENT 

THERE ARE probably few kinds of of- 
fice equipment on the market today 
more complex in range than dictating 
equipment. Superficially, a choice 
would appear deceptively easy. Un- 
derneath, however, the potential buy- 
er is faced with an array of types, 
models and makes that puts the auto- 
mobile market to shame. 

The primary purpose of this month’s 
review is not to examine specific ma- 
chines, but rather to review types of 
equipment available, so that readers 
may better understand the machines 
and thus be helped in their choice. 

As in the selection of all types of 
modern office equipment, individual 
requirements need first be analysed. 
The equipment currently marketed 
varies considerably in cost, size and 
operating techniques, and each class 
of machines lends itself to certain ap- 
plications. 

Although dictating equipment is, in 
general, relatively easy to operate, 
certain skills are required. Clarity of 
voice, defined typing instructions and 
simple methods of error correction are 
essential if the full benefits are to be 
achieved. 


Types of Equipment Available 
Machines capable of recording or 
transcribing, or both, are available, 
either power or battery operated, in 
desk or portable models. The tech- 
nique of recording is either by direct 
or magnetic impression on belts, discs, 
tapes or wire. Microphones are avail- 


able for conferences, interviewing and 
special recordings. 

A dictating system can comprise 
one or more units. The functions of 
the more important include: 


Recorder or Dictator Machine 

1. Records either individual or group 

media for subsequent typed trans- 

cription or playback. 

Records or erases errors in dicta- 

tion. 

3. Records typing instructions. 

4, Plays back or scans recorded ma- 
terial. 

5. Records telephone conversations. 


to 


Transcriber Machine 

1. Plays back recorded material in a 

manner convenient for typing, 

which includes, in some instances, 

tone and speed control. 

Back-spaces for error correction, as 

required. 

3. Operates either by foot or hand 
mechanisms, individually or at- 
tached to a typewriter. 


Combination Machine 
Combines the features of the re- 
corder and transcriber. 


Central Machine Unit 

1. Transmits data directly to a re- 
corder situated in the stenographic 
or related areas. 

Expedites dictated material. 
Accommodates low-volume dicta- 
tion from a large number of users 
without each needing to have a 
separate machine. 


bo 
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4. Uses the facilities of either exter- 
nal or internal communication sys- 
tems to transmit messages onto a 
recorder. 


Methods Available 

The recording of the voice is almost 
invariably achieved by making impres- 
sions on a pliable plastic material. 
Two techniques are used: either a di- 
rect permanent groove which cannot 
be erased and which does not lose its 
quality during storage, or a magnetic 
impression which can be altered and 
erased. The main types of recording 
media and their particular qualities 
are: 


One-Time Belts and Discs 

Using one-time belts or discs per- 
mits the dictator to check visibly that 
the machine is recording. The infor- 
mation recorded cannot be erased; it 
may be retained permanently or until 
disposal is authorized. The machines 
are generally higher-priced, and the 
operating costs are comparatively 
high if usec for heavy-volume dictat- 
ing. 

Attempts to complete belts or discs, 
either by waiting for additional ma- 
terial or by re-using the unused por- 
tion at a later date, can cause delay 
and confusion in typing unless con- 


trolled. 

Belts are cylindrical in shape, 
record for 12 to 15 minutes and the 
recording is visible as straight line 
grooves on belts. They may be mail- 
ed in protective envelopes. 

Discs, round in shape, usually re- 
cord for 12 to 60 minutes. Again the 
recording is visible, in circular 
grooves. Mailing can be done by 
using protective envelopes, or small 
discs can be mailed in normal en- 
velopes. 

Re-Usable Belts, Discs, Tape or Wire 

The facilities offered by re-usable 


discs, tape or wire enable the dictator 
to edit and re-dictate passages by 
automatic erasures. Skill must be de- 
veloped to ensure that transcription is 
not erased accidentally. 

This class of equipment is avail- 
able in all price ranges, and operating 
costs do not vary with the volume of 
recording. Care must be taken, as it 
is not possible to ascertain visually 
whether the recording medium con- 
tains dictation. Tape and wire are 
not as convenient as discs for mailing 
or filing. 

Tape is usually housed in cylindri- 
cal drums, is re-usable and records 
for 15 to 90 minutes. 

Equipment 

The table on page 423 summarizes 
the main features of the belt, disc and 
magnetic types of dictating equip- 
ment. Prices quoted are the approxi- 
mate ones in July, 1961, and may 
vary across Canada according to geo- 
graphical location and auxiliary items 
purchased. 

In comparing equipment, it is im- 
portant to consider not only the ma- 
chine, but any differences which 
might affect operating and one-time 
costs in installing equipment. In ad- 
dition, the ease of operating, the audi- 
bility and the degree of flexibility of 
the equipment will be important to 
the user. The relative merits of in- 
stalling individual machines or central 
dictating equipment also need to be 
evaluated. 

How to Choose Dictating Equipment 

Each type of equipment has its own 
advantages and drawbacks, and to a 
large extent the decision will depend 
upon the personal preference of the 
person who will be using the equip- 
ment. Among the more important 
criteria to consider are: 

Type of Dictating 
Low or high-volume dictating by 


TYPES OF DICTATING EQUIPMENT AVAILABLE 
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small or large numbers of staff will de- 
termine the type of machines, and the 
necessity to consider individual or 
centralized dictating. 


Competence of Dictator 

The competence of the dictator and 
the type of material to be transcribed 
must be kept in mind, as certain 
models are easier to operate. 


Material Classification 

Business letters, internal communi- 
cations and reports can easily be 
handled by all types of equipment. 

The transcription of tabulated fig- 
ures, especially symbols and technical 
information, does not lend itself readi- 
ly to dictating equipment. The for- 
mat of such material should be of a 
standard nature and the stenographer 
needs to have a knowledge of the sub- 
ject matter. 


Interviews and Conferences 

All types of equipment have the 
capability of recording at varying dis- 
tances. The quality of playback mater- 
ial is dependent on the clarity of voice 
and amount of background noise. 

It is usually better for a potential 
buyer to try several models before a 
decision to buy is made. 


Central Dictation 

Central dictating equipment has 
found increasing acceptance in busi- 
ness organizations in recent years. 
Central dictating equipment is par- 
ticularly adaptable where dictation 
and typing should be executed in the 
shortest possible time. The equipment 
can result in reduced stenographic 
costs in both large and small offices. 
The ability to locate dictating stations 
in various locations, to use internal- 
external communication systems and 
segregate general correspondence 
from confidential dictation provides a 
considerable degree of flexibility. 
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In addition to the benefits normally 
associated with dictating machines, 
certain specific applications are par- 
ticularly suited, for example: 


Sales Orders 

Orders requiring prompt attention 
by a shipping department can be com- 
pleted quickly if they are automati- 
cally recorded when telephoned in by 
the salesmen. 


Production Control 

Details concerning production and 
requests from production control re- 
quiring immediate attention can be 
recorded directly on a dictation unit 
using the internal phone system from 
the plant floor area. 


Stocktaking 

The transcription of type of stock 
and quantity is suitable for dictating 
machines particularly, especially if the 
items are located over a large area 
and require constant reporting. 

As mentioned previously, the field 
of dictating equipment is complex 
and the number of varieties available 
is formidable. The benefits to be 
gained from dictating equipment are 
many, and the use of such equipment 
should receive consideration by all 
business concerns. It takes time to 
become accustomed to dictating by 
machine, but it is found that lower 
costs and often flexibility will result. 

The following brand names of 
equipment are among those available 
in Canada: Canadian Comptometer; 
Cole Dictater; Dejur Grundig Sten- 
orette; Dictaphone; Edison Voice- 
writer; Fi-Cord; Gray Audograph; 
I.B.M. Executary; Minifon; Phillips; 
Soundscriber; Stenocord; Telefunken, 
and others. 


In the December issue, this department 
will review the Burroughs 5000 Series Dual 
Printer Accounting Machine. 
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COLD CASH 


. . » your client's 
surest form of 
credit protection 
through the CAN- 
FACTOR NON-RE- 
COURSE FACTOR- 
ING PLAN, avail- 
able only from 
Canadian Factors 
Corporation. 


The CANFACTOR 
PLAN 

gives your client im- 
mediate cash upon 
shipment with no 
subsequent recourse against him, while his customer is billed according 
to existing terms. 

This surest form of credit protection disposes of all his credit and collec- 
tion worries at one stroke, enables him to concentrate on gainful business 
activities. For more information, call VIctor 9-8681 or write: 


Canadian Factors Corporation Limited 
Established 1931 
423 Mayor Street, Montreal 2, Que. 





















REAL ESTATE 
MANAGEMENT 


For residential, industrial and commercial prop- 
erties. Our service includes finding tenants, 
arranging leases, collecting rents, paying taxes, 
insurance and general maintenance. 


“SEE THE 


ROYAL TRUST 


ABOUT IT” 
Wee CANADA'S LEADING EXECUTOR AND TRUSTEE 
{x OFFICES ACROSS CANADA AND IN LONDON, ENG. 


425 








NEWS OF OUR 


MEMBERS 





Alberta 

McDonald, Currie & Co., Cooper Broth- 
ers & Co. and Coopers & Lybrand, Chart- 
ered Accountants, announce the removal 
of their Calgary offices to 736 Eighth Ave. 
S.W., Calgary. 

D. J. Morrison, C.A., has been appointed 
secretary-treasurer of the Royalite Oil Co., 
Calgary. 

E. A. Davis, C.A., and S. R. Dacen, 
C.A., announce the formation of a partner- 
ship for the practice of their profession 
under the firm name of Davis & Dacen, 
Chartered Accountants, 211-534 Eighth 
Ave. S.W., Calgary. 


New Brunswick 

The appointment of L. M. Robinson, 
C.A., as secretary-treasurer of Moosehead 
Breweries Ltd., Lancaster, has been an- 
nounced. 

W. W. B. Dick, C.A., of Moncton, has 
been appointed president of the Society of 
Industrial and Cost Accountants for Can- 
ada. 

Another Moncton resident, J. A. Marven, 
C.A., has been selected as provincial fi- 
nance committee chairman for the Boy 
Scouts of Canada, Provincial Council of 
New Brunswick. 


Ontario 

The appointment of J. A. Redman, C.A., 
as controller of J. C. Wilson Ltd., Mont- 
real, has been announced. 

P. S. Fraser, C.A., has accepted the posi- 
tion of comptroller of the Ontario Medical 
Association. 

Ray Gibson, C.A., has been named pro- 
duction accounting co-ordinator for the 
United Co-Operatives of Ontario, Watson. 

The appointment of D. G. Wilson, C.A. 
as secretary-treasurer of Morrison-Lamothe 
Bakery Ltd., Ottawa, has been announced. 

V. W. T. Scully, F.C.A., has been elected 
a member of the board of directors of Trans- 
Canada Pipe Lines Ltd. 


R. E. Pogue, C.A., announces the ad- 
mission to partnership of E. R. Maynerick, 


C.A. Henceforth the practice of their pro- 
fession will be conducted under the firm 
name of Pogue and Maynerick, Chartered 
Accountants, 19 Melinda St., Toronto 1. 

R. G. Nesbitt, C.A., has been appointed 
treasurer of Chromium Mining & Smelting 
Corp. Ltd., Chicago. He is also secretary 
of the company. 

Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce the removal of 
their Hamilton office to 39 James St. S., 
Hamilton. 

J. W. Carson, C.A., has been appointed 
vice-president, finance, of John Labatt Ltd., 
London. 

The appointment of F. R. Palin, F.C.A., 
as vice-president of Union Gas Co., Chat- 
ham, has been announced. 


Quebec 

T. S. Waldron, C.A., has been appointed 
secretary and controller of The White Mo- 
tor Co. of Canada Ltd., Montreal. 

Jacques Belanger, C.A., has been named 
treasurer and associate general manager of 
Le Nouveau Journal, Montreal. 

Maurice Chartre, C.A. is the new presi- 
dent of La Presse, Montreal. 

The appointment of Jean-Guy Maheu, 
C.A., as executive vice-president of Faber 
Shoe Co., Ltd. Quebec City, has been an- 
nounced. 

W. R. Aird, C.A., has been appointed 
comptroller of the Pulp and Paper Re- 
search Institute of Canada. 

P. S. Wise, C.A., has been appointed 
general chairman of the 1961 Y.M- 
Y.W.H.A. membership campaign. 


OBITUARY 


We regret to announce the death of the 
following member: 

JOHN WILLIAM JULES MAUL: who 
died very suddenly of a heart attack, Aug- 
ust 1, 1961, in Edmonton at the age of 52. 
Mr. Maul had been in practice as a public 
accountant in The Hague, Holland, after 
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Build your bank balance... 
Build your peace of mind 


Beco 





CANADIAN IMPERIAL 
BANK OF COMMERCE 


Over 1250 branches to serve you 


MP-601 


Purchasers and Distributors 
of Government, Municipal and 
Corporation Securities 


A.E. Ames & Co. 


Limited 
Business Established 1889 


TORONTG MONTREAL NEWYORK LONDON, ENG. VANCOUVER VICTORIA 
WINNIPEG CALGARY LONDON HAMILTON OTTAWA KITCHENER 
ST. CATHARINES OWEN SOUND QUEBEC’ BOSTON, MASS. 








which he came to Canada where, after 
serving a period of articles, he became a 
member of the Alberta Institute of Chart- 


INSTITUTE 


ered Accountants in 1959. He opened an 
office in 1960 from where he was conduct- 


ing his practice at the time of his death. 


NOTES 





ALBERTA INSTITUTE 
Continuing Education: A continuing educa- 
tion seminar is to be held at the Banff 
School of Fine Arts, November 6 to 10. 
“Estate Planning” is to be presented by A. 
J. Little, F.C.A., John Graham, Q.C., and 
Phil Pepper, C.L.U., all of Toronto. 


“Financing a Business” will be under the 
guidance of Eric Connelly, F.C.A., of Cal- 
gary, who will be assisted by an investment 
man and a banker. A case study will be 
presented. 


The “Uniform Code of Ethics” course 
will be presented by D. J. Morrison, C.A., of 
Calgary, who is the chairman of the by- 
laws and ethics committee for The Institute 
of Chartered Accountants of Alberta. 


B.C. INSTITUTE 

S.1.C.A. Course: The Society of Industrial 
and Cost Accountants of British Columbia 
offer, through the auspices of the U.B.C. 
Faculty of Commerce and Business Ad- 
ministration, a five-year course programme 
leading to the Registered Industrial Ac- 
countant (R.I.A.) designation. Information 
about the course may be obtained from 
either the Secretary of the Society, 815 W. 
Hastings St., Vancouver 1; or the university 
itself. 


Graduate Study Accounting Meeting: This 
group held its sixth annual study confer- 
ence in Victoria from September 14 to 16. 
Four of the main addresses were: “Manage- 
ment Services for Medium-Sized and Small 
Clients”, by Ralph F. Lewis, general part- 
ner, Arthur Young & Co., New York; “Why 
Do We Need Accounting Postulates and 


Principles”, by Arthur M. Cannon, vice- 
president and treasurer, Standard Insurance 
Co., Portland, Oregon; “Accounting Prin- 
ciples Are Practical, Not Theoretical”, by 
Leonard Spacek, partner, Arthur Anderson 
& Co., Chicago, Illinois; and “Reporting 
Practices and Reporting Standards”, by Dr. 
C. A. Moyer, University of Illinois. 


NEW BRUNSWICK STUDENTS 


Elect New Officers: The St. John Chartered 
Accountants Student Society elected Ralph 
H. Hawkes president at the recent annual 
meeting. Mr. Hawkes succeeds Paul H. 
Logan. Other officers are: Robert Orr, 
vice-president; James Snow, secretary; Miss 
Beverley Fowler, assistant secretary; Miss 
Lorraine Curry, treasurer; while David 
Buckle, William McMackin, Philip Jones 
and Ronald J. McGraw make up the execu- 
tive. 


ONTARIO INSTITUTE 


Sudbury C.A. Club: Some 27 chartered ac- 
countants from the Sudbury area have 
formed the Chartered Accountants Associa- 
tion of Sudbury and District, and elected 
Stanley R. Brunton their charter president. 
Other officers are: Samuel S. Speigel, vice- 
president; Thomas Blyth, secretary; Allan 
Querney, treasurer; and Donald L. James, 
director. 





The editor welcomes information for this 

column. News of members and provincial 

Institutes’ activities received up to and in- 

cluding the 11th of the month will appear 
in the following issue of the journal. 
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CLASSIFIED ADVERTISEMENTS 
All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 

69 Bloor Street East, Toronto 5, Ontario. 
Closing date is 11th of preceding month. 





PRACTICE WANTED by C.A. in Greater 
Vancouver area, small to medium size. 
Box 387. 


PRACTICING CHARTERED Accountant 
seeks partnership by merger in Hamilton 
area, Box 390. 


PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium size 
accounting practice. Box 358. 


PRACTICE WANTED: Toronto’ C.A. 
wishes to expand by purchase or suces- 
sion arrangement. Box 393. 


PRACTICE WANTED, Toronto, outright 
purchase or part interest up to $60,000. 
Cyril H. Rosenthal & Co., LE 1-2535. 


CHARTERED ACCOUNTANT — 1959 
graduate — Jewish — with small prac- 
tice desires position leading to partnership 
in the Toronto area. Box 394, 


CHARTERED ACCOUNTANT, Toronto, 
grossing $11,000, is interested in associating 
with chartered accountant(s) on either 
partnership or office and staff sharing basis. 
Box 395. 


CHARTERED ACCOUNTANT, B.Com., 
age 38, with 11 years senior industrial ex- 
perience wishes to return to public prac- 
tice. Desires association with Toronto firm 
leading to partnership or full ownership. 
Box 392. 


POSITION WANTED: Chartered account- 
ant, 34, bilingual, with professional experi- 
ence in an international firm of C.A.’s and 
excellent taxation experience, seeks position 
in Montreal area, within the profession with 
possibility of partnership, or in industry 
with good prospect of advancement. 
Presently employed in a supervisory ca- 
pacity and available on short notice. Box 
384, 


CHARTERED ACCOUNTANT, B.Com. 
with senior financial management experi- 
ence seeks opportunity with organization 
requiring thorough re-appraisal of its struc- 
ture. Box 396. 


MEDIUM SIZE firm of chartered account- 
ants in Toronto has available office space 
to share with one or two sole practitioners 
and/or small to medium size firm for mu- 
tual advantage. Will consider partnership 
at a later date. Box 397. 


LARGE PROGRESSIVE department store 
situated in Windsor, Ontario, requires 
capable accountant-office manager. Position 
available involves regular retail hours and 
offers challenging opportunity for quali- 
fied applicant. Duties involving account- 
ing, staff supervision, financial analysis, etc. 
Starting salary in range from $6,000 to 
$7,500 depending upon past experience and 
present qualifications. Apply, giving full 
particulars to Box 389. 


FIRM of chartered accountants situated 
in southern Ontario has opening for young 
chartered accountant, preferably _ recent 
graduate. Excellent opportunity for right 
man. Ultimate possibility of partnership. 
Consideration will be extended to those 
writing finals in June, 1961. Reply giving 
full particulars of age, education, etc. to 
Box 388. 


INTERMEDIATE STUDENT: Toronto 
firm of chartered accountants require 
second or third year student interested in 
staying in public practice after graduation. 
Our staff is aware of this advertisement. 
Reply in confidence to Box 391. 


UNIVERSITY OF MELBOURNE. Appli- 
cations are invited for the following Chairs: 


(1) Chair of Commerce and_ Business 
Administration 

(2) Chair of Economics 

The salary for each position is £A4,250 
per annum and superannuation similar to 
F.S.S.U. in Great Britain will be provided. 
Further information and conditions of ap- 
pointment can be obtained from the Regis- 
trar, University of Melbourne, Parkville, 
N.2., Victoria, Australia, and applications 
should reach him by 31st October, 1961. 
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BARRISTERS AND SOLICITORS 

























MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building — - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 





STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - - Halifax, N.S. i. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 





GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - Ottawa 4, Ont. 





BLAKE, CASSELS & GRAYDON 


Barristers and Solicitors 


The Canadian Bank of Commerce Building - -  - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street’ - - - - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - Montreal 1, Que. 





PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - -  - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.O. 
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MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - Regina, Sask. 





LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 








JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 200 UNIVERSITY AVE., TORONTO 1 





ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with the London Life Insurance Company 


Chartered Life Underwriters 55 Yonce STREET, TorOoNTO, ONT. 


J. ROGER FLUMERFELT AND ASSOCIATES 
Chartered Life Underwriters 


Group Benefits Business Insurance _ Estate Planning 
LONDON LIFE INSURANCE COMPANY 


200 St. James St. West MONTREAL, QUE. 





SAMUEL LITWIN, C.L.U. 


Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 


Sun Lire BumLDING MonTREAL, QUE. 
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COMMERCIAL FINANCE FIRMS AS 
“SECONDARY BANKERS” 


) Traditionally the avenues open to smaller businesses for raising funds have been as 


1 follows: 
) 1. borrowing money from friends or rela- 3. selling stock to the public if the company 
tives had achieved sufficient status 


2. acquiring partners 4. turning to the bank 

) Of the above, of course, the bank has been the greatest source of funds, but during the 

) past ten years financial institutions in general have been forced by circumstances to hold 

a tight money policy towards borrowers. 

) This has led to the opening of a fifth major Today, commercial finance companies have 
avenue of obtaining funds by the smaller broadened their spheres of activity to the 

| company — the commercial finance company. _ point where they actually serve as “second- 


i ary bankers”. 

_ Although the companies serviced by commercial finance companies may not be bankable 
| at the time, the credit application is just as rigidly screened as if it was a bank loan. 
We maintain the closest possible contact with each of our clients, while at the same 
time avoiding meddling in management affairs. We have developed techniques that permit 
us to maintain a close watch on the volume and quality of the collateral assigned to us. 
We operate at great speed — our alert officers can satisfy themselves and make funds 
available in 48 hours. 


INTER-PROVINCIAL COMMERCIAL DISCOUNT 


CORPORATION LIMITED 
1541 Davenport Rd. Toronto 4, Ont. LE 6-1115 


SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 
The Institute of Chartered Accountants of Ontario 
The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 
Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 
of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 
Head Office of Canada: 160 Bloor St. E., Toronto 





For Companies of All Sizes 
IBM Punched Card Systems 


The applications for IBM Punched 


Cards are so many and so varied that 
all companies with a sufficient unit 
volume can use them with a remark- 
able saving in time and labor. Tedious 
manual jobs are done automatically; 
paper work is reduced to a minimum. 


IBM Punched Cards simplify payrolls 
and general accounting, insure accu- 
rate and up-to-date production figures, 
prepare sales and other analyses and 
control complicated manufacturing 
formulae. 


*Trade Mark 


Companies often find that when they 
install a unit for one job, other uses 
quickly become apparent and in short 
order, the system pays for itself, pro- 
viding a bonus of extra help throughout 
the company. 

If you are not familiar with the 
benefits that may accrue to your 
company through punched cards, ask 
an IBM Representative to call and 
give you complete details. 


IBM. 


punched card systems 


A 


INTERNATIONAL BUSINESS MACHINES 


COMPANY LIMITED 
Don Mills (Toronto), Ontario 
Branches in principal cities 





